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PRESIDENT'S  FISCAL  YEAR  1996  BUDGET  REQUEST  FOR 
RUSSIA,  UKRAINE,  AND  THE  NEW  INDEPENDENT 
STATES 

witnesses 

thomas  simons,  jr.,  coordinator  of  u.s.  assistance  to  the 

new  independent  states 
tom  dine,  assistant  administrator  for  europe  and  the  new 

independent  states 

Chairman's  Opening  Statement 

Mr.  Callahan  [presiding].  Why  don't  we  go  ahead  and  get  start- 
ed and  hope  we  don't  have  a  Journal  vote.  Good  morning,  Mr.  Dine. 

Mr.  Dine.  Good  morning. 

Mr.  Callahan.  Ambassador  Simons,  nice  to  see  you,  sir,  before 
the  committee. 

Mr.  Simons.  Thank  you  very  much. 

Mr.  Callahan.  I  understand  that  this  will  be  the  last  time  you 
might  testify  in  your  current  capacity  anyway. 

Mr.  Dine,  I  expect  we'll  be  seeing  you  here  again;  I  hope  so. 

Mr.  Dine.  Thank  you. 

Mr.  Callahan.  And  probably  in  the  not  too  distant  future. 

I'd  like  to  use  this  hearing  to  explain  two  things  to  the  sub- 
committee, for  you  to  explain  to  this  subcommittee,  and  to  its  mem- 
bers, and  especially  to  me,  a  couple  of  things.  First,  we  want  you 
to  tell  us  what  you've  learned  about  the  accomplishments  and  the 
shortcomings  of  our  assistance  program  to  the  former  Soviet  Union. 
Second,  provide  us  with  the  best  justification  you  can  muster  for 
your  entire  1996  request  for  Russia  and  Ukraine.  Include  every- 
thing, whether  it's  in  the  New  Independent  States  account  or  any 
other  account  in  our  bill.  Talk  about  anticipated  concrete  results, 
not  about  broad  systemic  changes. 

I  don't  know  what  this  subcommittee  may  decide  to  recommend 
for  Boris  Yeltsin's  Russia  or  for  the  Ukraine  or  for  all  three  of  the 
Balkan  States  and  the  Caucasus  Region.  I  do  know  that  any  for- 
eign aid  appropriation  bill  will  be  a  hard  sell  this  year  regardless 
of  what  we  do.  That  will  be  the  case  among  Republicans  and  Demo- 
crats as  well,  regardless  of  the  fact  that  the  White  House  continues 
to  label  some  of  us  as  isolationists.  I  assume  they're  not  talking 
about,  when  they  talk  about  isolationists,  anybody  on  this  commit- 
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tee  because  I  don't  know  of  anybody  on  this  committee  that  the 
White  House  or  the  State  Department  could  conceivably  think  to 
be  isolationists.  But  if  you  all  are  in  some  meetings  over  there  and 
you  have  the  opportunity  to  ask  the  President  or  the  Secretary  of 
State  who  they're  talking  about,  I'd  like  to  know  because  I  don't 
like  to  be  labeled  an  isolationist.  The  only  isolationalism  I  see  is 
when  they're  isolating  me  because  they're  circumventing  me  and 
going  to  see  the  Senate,  and  they're  going  to  see  the  Speaker,  and 
they're  trying  to  formulate  their  own  policy  and  ignore  this  commit- 
tee, and  maybe  that's  the  right  way  to  do  it. 

Chairman  Obey,  you  might  have  experienced  this  last  year,  I 
don't  know,  but,  anyway,  I  don't  like  that  term  "isolationist,"  and 

I  assume,  once  again,  it's  not  directed  at  me  or  anybody  on  this 
committee. 

I'd  like  for  you  both  to  address  the  coordination  problem  between 
your  agencies  that  were  identified  in  a  recent  GAO  report,  and  I'd 
like  you  to  use  the  complex  organizational  structure  found  on  page 

II  of  that  report  to  explain  to  us  who  determines  the  annual  budg- 
et request  and  who  manages  the  appropriations. 

Your  advance  testimony,  incidentally,  we  received  at  8  o'clock 
last  night.  I  know  it  might  come  as  a  surprise  to  you,  but  I  didn't 
bother  to  lay  awake  all  night  long  and  read  it.  And,  therefore,  I 
don't  think  any  of  the  other  members  of  the  committee  had  the  op- 
portunity to  read  it.  And  I  would  like  to  encourage  you  both,  when 
you  appear  before  the  committee,  either  tell  us  you  can't  do  it,  you 
don't  have  the  time  for  a  statement,  or  either  get  it  to  us  in  a  time- 
ly fashion,  so  we  can  review  it. 

We  don't  want  this  morning  to  be  labored  with  the  burden  of  sit- 
ting here  listening  to  you  read  a  19-  or  20-page  statement.  So  we'll 
read  it  later  on  when  we  have  the  time,  but  in  the  meantime  if  you 
would  keep  your  statements  brief  and  to  the  point,  especially  to  the 
points  that  I've  mentioned,  I  would  appreciate  it  very  much. 

So,  with  that,  it's  no  secret  that  I  was  unconvinced  by  the  Presi- 
dent's argument  in  favor  of  a  $2.5  billion  package  of  appropriations 
for  Russia  in  1993.  Then  and  now  I  question  his  commitment  to 
give  houses  to  Russian  officers  who  once  occupied  Latvia  and  Esto- 
nia. Then  and  now  I  question  the  merit  of  using  U.S.  taxpayers' 
funds  to  influence  Russian  governments. 

I  would  argue  that  subsequent  events  have  demonstrated  that 
our  1993  AID  program  for  Russia  was  rushed  through  the  House 
with  little  regard  for  what  it  could  or  what  it  should  accomplish. 
Now,  two  years  after  the  President  made  those  commitments  in 
Vancouver  and  Tokyo  to  President  Yeltsin,  your  best  efforts  are 
running  into  a  series  of  contradictions.  Let  me  explain  what  I 
mean. 

We  support  a  free  press,  but  Russia's  most  prominent  TV  jour- 
nalist was  just  shot  down.  We  support  privatization,  but  few  pri- 
vate businesses  exist  without  paying  suffocating  tribute  to  a  shad- 
owy underground.  And  taxes,  when  they  are  collected,  remain  arbi- 
trary and  confiscatory.  We  support  democracy,  but  the  President 
sends  tanks  against  the  Parliament,  rams  through  a  new  constitu- 
tion written  by  the  President's  men,  and  refuses  to  establish  a  con- 
stitutional course.  Who  are  we  kidding?  Surely  not  the  people  of 
Russia. 


We  support  American  trade  and  investment  in  Russia,  but  much 
of  our  much  ballyhooed  oil  and  gas  agreement  is  barely  moving, 
and  this  is  not  the  fault  of  our  Ex-Im  Bank.  It's  because  the  Rus- 
sian authorities  don't  want  us  there. 

Having  pointed  out  the  obvious,  I  am  prepared  to  help  sustain 
a  sensible  program  of  American  cooperation  with  the  Russian  peo- 
ple. I  seek  your  cooperation  in  working  with  us  as  we  move  toward 
our  markup  of  the  1996  bill. 

I'm  disappointed  that  my  good  faith  effort  to  tell  you  about  my 
rescission  proposal  resulted  in  an  apparent  race  to  spend  the  funds 
before  the  rescission  was  enacted.  We  must  be  imaginative  and  we 
can  use  transfer  authority,  de-obligation,  re-obligation  authority, 
and,  if  necessary,  new  appropriations  to  maintain  our  links  with 
the  reformers  and  genuine  business  men  and  women  in  Russia. 

We'd  like  you  to  give  us  hope  this  morning  that  our  assistance 
to  Ukraine,  Armenia,  and  Georgia  is  making  a  difference.  We're  in- 
terested in  those  programs,  though  perhaps  not  as  much  as  some 
of  our  friends  in  the  Senate.  And  I  would  caution  you,  Ambassador 
Simons,  about  calling  Ukraine  part  of  the  second  wave  of  reform. 
I  think  that  Speaker  Gingrich  is  skeptical  of  any  second  wave  un- 
dertaken— and  he's  already  on  the  third  wave.  [Laughter.] 

Before  we  take  your  testimony,  I  wanted  to  offer  Mr.  Wilson — 
and  I  took  a  steam  bath  this  morning;  that's  why  I'm  sweating, 
folks,  which  was  a  mistake. 

Mr.  Dine.  I  thought  it  was  the  persuasiveness  of  this  program. 
[Laughter.] 

Mr.  Callahan.  No,  it's  not.  It's  not.  It's  the  fear  of  what  you  all 
are  going  to  tell  me.  [Laughter.] 

Since  Mr.  Wilson  is  not  here,  I'm  going  to  ask  Mr.  Obey  if  he'd 
like  to  make  any  opening  statements  as  a  ranking  member. 

Mr.  Obey.  Mr.  Chairman,  thank  you.  I'm  in  no  shape  to  make 
an  opening  statement.  I  have  laryngitis.  But  let  me  simply 

Mr.  Callahan.  You  earned  it.  [Laughter.] 

Mr.  Obey's  Opening  Statement 

Mr.  Obey.  I  hope  so.  [Laughter.] 

Let  me  simply  say  that  I  think  under  Presidents  of  both  parties, 
since  the  events  which  have  transformed  Russia  and  the  Soviet 
Union  from  the  entity  that  we  all  knew  as  we  all  grew  up — the 
Presidents  of  both  parties  decided  that  with  those  changes  it  was 
better  for  the  United  States  to  be  engaged  than  not  to  be  engaged, 
and  that  the  outcome  of  events  in  that  country  were  likely  to  be 
more  to  our  own  interests  if  we  would  be  perceived  as  trying  to 
help  the  process  rather  than  trying  to  crush  it. 

I  think  Americans  have  a  great  capacity  to  assure  that  we  dis- 
appoint ourselves  by  having  wildly  inflated  expectations  about 
events  around  the  world.  And  if  you  define  expectations  high 
enough,  you're  going  to  go  through  life  with  your  jaw  on  the  ground 
unhappy  about  the  outcomes. 

It  seems  to  me  that,  with  all  the  faults  and  shortcomings  of  a 
succession  of  Russian  governments,  we  and  they  are  certainly 
much  better  off  than  was  the  case  in  1988  before  the  Wall  came 
down,  before  communism  itself  fell.  We  have  saved  hundreds  of  bil- 
lions of  dollars  because  of  that  transformation.  We  have  tried  to  in- 


vest  a  tiny  portion  of  that  to  try  to  affect  events,  with  sometimes 
modest  success  and  sometimes  not.  I  think  that's  to  be  expected. 

Undoubtedly,  significant  amounts  of  money  that  were  provided 
on  the  Soviet  Union  were  wasted.  In  part,  that  is  because  this  com- 
mittee determined  under  President  Bush  that  it  was  more  impor- 
tant for  the  President  to  be  able  to  engage  immediately  than  it  was 
for  the  President  to  define  a  clear  road  map  before  we  began  the 
process  of  engagement,  because  no  one  could  be  expected  to  foresee 
opportunities  or  problems  along  the  way. 

And  I  guess  all  I  would  say  is  that,  with  all  of  the  shortcomings 
in  conduct — for  example,  the  Russian  action  against  Chechnya — we 
still  are  far  better  off  than  was  the  case  before  the  process  began. 
I  would  point  out  that  in  our  own  country  we  had  at  least  one  false 
start  in  terms  of  establishing  a  constitutional  government.  We  had 
a  Civil  War  in  which  the  greatest  President  in  American  history, 
Abraham  Lincoln,  suspended  constitutional  rights,  and,  yet,  he's 
still  regarded  as  a  great  President.  We  made  war  upon  ourselves 
and  came  out  and  have  become  the  best  example  of  democracy  in 
the  world.  I  don't  think  it's  realistic  to  expect  that  a  country  which 
for  a  thousand  years  or  more  has  not  had  any  semblance  of  democ- 
racy— I  don't  think  it's  realistic  to  assume  that  that  government  is 
going  to  immediately  prove  itself  to  be  the  greatest  possible  student 
in  the  world  of  constitutional  principles.  I  think  we're  lucky  if  they 
have  the  shell  of  a  democratic  system.  I  think  the  only  question  is, 
what  is  the  most  likely  outcome  if  we  don't  engage  versus  what  is 
the  most  likely  outcome  if  we  do,  and  what  is  the  wisest  manner 
in  which  to  engage,  so  that  we  do  not,  through  unwise  actions  on 
our  part,  trigger  reactions  in  that  country  that  we  do  not  define  as 
favorable  to  our  own  American  interests.  And  I  think  administra- 
tions in  both  parties  have  tried  their  dead-level  best  under  difficult 
circumstances,  and  I  hope  we  can  continue  that  process  on  a  bipar- 
tisan basis. 

Mr.  Callahan.  Mr.  Wilson,  do  you  have  an  opening  statement? 

Mr.  Wilson's  Opening  Statement 

Mr.  WILSON.  Thank  you,  Mr.  Chairman. 

I'd  like  to  welcome  Ambassador  Simons  and  Mr.  Dine  before  the 
subcommittee  and  note  that  we're  in  our  fourth  year  with  assist- 
ance to  the  former  Soviet  Union.  I  think  the  request  this  year  is 
for  about  $800  million,  in  the  788.  I  don't  think  I  would  associate 
myself  with  the  ranking  member  of  the  full  committee.  I  don't 
think  anyone's  surprised  that  there  have  been  problems  in  carrying 
out  this  large  and  basically  new  type  of  assistance,  especially  in  a 
country  in  which  there's  very  little  infrastructure  and  very  little 
knowledge  of  contracts,  or  of  title  insurance,  or  all  the  other  things 
that  you  need  to  do  business  in  a  western  way. 

I'd  just  close  by  saying  that  I  believe  reforms  are  taking  place. 
We  know  that  so  far  the  hard-liners  have  not  returned,  and  we 
know  that  you  have  made  important  improvements  and  changes  to 
make  this  program  work  better. 

And  so  welcome. 

Mr.  Callahan.  Ambassador  Simons. 


Ambassador  Simons'  Opening  Statement 

Mr.  SIMONS.  Mr.  Chairman,  thank  you  for  having  us  here.  We're 
certainly  not  ignoring  this  committee.  It's  one  of  two  key  commit- 
tees for  us.  I  have  enjoyed  working  with  the  committee  over  the 
years.  As  you  mentioned,  this  will  either  be  my  swan  song  or  my 
penultimate  swan  song.  It  tends  to  be  the  same  song.  [Laughter.] 

I'm  proud  of  my  service  with  this  program,  and  I  think  it's  been 
helpful  to  the  country. 

I'm  sorry  that  the  testimony  came  up  late.  What  I  would  like  to 
do,  the  statement  is  for  the  record;  I'd  like  to  summarize  it  briefly, 
if  I  could.  It  doesn't  touch  on  all  the  questions  that  you  raised,  but 
we're  eager  to  do  that  subsequently. 

Mr.  Chairman,  NIS  assistance  is  only  one  component  of  the  larg- 
er U.S.  Government  strategy  really  for  trying  to  help  end  the  great- 
est threat  to  this  Republic  that  we've  seen  in  our  whole  history.  We 
are  playing  a  leadership  role  in  helping  12  new  nations — people 
talk  about  Russia  and  Ukraine,  but  it  really  is  12  new  nations — 
to  shed  the  legacy  of  despotic  communism  and  to  enter  the  modern 
international  community  as  free,  equal,  and  reliable  partners.  If 
they  succeed,  we  Americans  will  be  more  secure;  we  will  be  more 
prosperous,  and  we  will  be  more  capable  of  leading  the  world  in 
confronting  the  challenges  of  the  21st  century.  If  they  fail,  we're 
going  to  face  new  threats,  and  we're  going  to  face  huge  new  calls 
on  fiscal  and  military  and  moral  resources  that  we  want  to  use  for 
great  new  domestic  and  international  endeavors.  So  the  stakes  for 
America  are  strategic,  and  we  use  every  means  at  our  disposal  to 
advance  the  strategic  objective  of  helping  these  countries  equip 
themselves  to  enter  the  modern  world.  They're  going  to  have  to  do 
the  job;  we  can't  do  it  for  them,  but  we  have  an  obligation  to  help. 

Now  assistance  is  only  one  part  of  that  strategy,  but  it's  a  vital 
part,  because  to  enter  the  modern  world,  these  countries  are  going 
to  have  to  choose  and  stick  with  painful  democratic  and  market  re- 
forms, and  assistance  is  the  best  means  we  have  to  help  them  do 
that.  Helping  them  with  reforms  is  a  task  for  the  whole  inter- 
national community,  not  just  for  the  United  States,  but  in  order  to 
lead  the  international  community  in  that  effort,  we  need  a  robust 
American  program. 

Two  administrations  and  two  Congresses  have  recognized  our 
strategic  stake  and  we  have  formed  a  unique  partnership,  sup- 
ported by  overwhelming  bipartisan  majorities,  for  this  program.  I 
think  the  reason  for  those  overwhelming  majorities  has  been  that 
it  is  recognized  that  this  really  is  defense  by  other  means — defense 
that  costs  a  fraction  of  what  we  spent  on  defense  to  win  the  Cold 
War  and  a  fraction  of  what  we  would  have  to  spend  if  these  NIS 
transitions  failed. 

Now  the  Freedom  Support  Act,  which  is  the  subject  of  this  re- 
quest, the  request  that  we're  defending  today — I  want  to  talk  about 
other  elements  of  the  program  later  on,  but  the  Freedom  Support 
Act  Program,  which  is  the  core  of  the  effort,  is  directly  geared  to 
democratic  and  market  reform  in  the  New  Independent  States.  Re- 
form processes  there  are  messy;  they  are  patchy;  they  are  incom- 
plete, and  they  are  by  no  means  irreversible.  But  compared  to  just 
three  years  ago,  where  we  were  three  years  ago  when  this  program 


started,  progress  has  been  remarkable.  Across  11  time  zones,  re- 
form is  underway.  It  is  spreading,  and  it  remains  a  live  option  in 
the  politics  and  in  the  economics  of  the  New  Independent  States. 

Our  assistance  has  made  a  critical  difference  in  bringing  reforms 
this  far.  And  if  reformers  continue  to  stand  up  and  make  the  hard 
choices  that  are  required,  and  to  stick  with  them,  we  owe  it  to 
them  and  to  ourselves  to  stand  by  them. 

Mr.  Chairman,  we  don't  believe  that  there's  any  fat  left  in  this 
program.  There  may  be  disagreement  there,  but  that  is  our  strong 
conviction.  We  think  that  rescissions  simply  cut  into  the  muscle 
that  we  need  to  help  reformers  move  forward.  And  we  need  the  in- 
cremental funding  that  we  are  now  requesting  for  Fiscal  Year  1996 
to  allow  this  program  to  meet  one  continuing  need  and  two  new 
needs  that  successful  reform  is  producing  on  the  ground,  because 
reform  has  gone  into  the  region  not — has  come  to  the  region  not 
uniformly  and  evenly,  but  in  two  waves,  and  I  hate  to  disagree 
with  the  Speaker — you  may  have  to  take  it  out  of  my  pension 
[laughter] — but  if  we  can  get  the  New  Independent  States  up  and 
through  the  second  wave,  we  will  be  doing  very  well  in  the  national 
interest. 

The  first  wave  began  in  1992  and  it  included  the  largest  and  the 
smallest  of  the  New  Independent  States:  the  Russian  Federation, 
the  largest,  to  which  all  the  others  looked  at  that  time;  tiny 
Kyrgyzstan,  a  republic  in  the  East  tucked  up  against  China;  tiny 
Moldova  between  Ukraine  and  Romania  in  the  west.  The  third 
largest  country,  Kazakhstan,  joined  that  wave  in  1993  and  early 
1994. 

Now  this  program  operates  in  all  12  New  Independent  States, 
but  we  have  devoted  disproportionate  resources  to  these  four  coun- 
tries, as  well  as  to  the  humanitarian  needs  of  Armenia  and  Geor- 
gia, two  countries  which  were  not  reforming  and  to  whom  we  feel 
close  and  which  were  afflicted  by  civil  strife. 

The  program  is  rolling  out  according  to  the  strategy  and  the  pri- 
orities that  have  been  discussed  and  agreed  between  the  adminis- 
tration and  the  Congress  for  three  years  now.  After  a  humanitarian 
phase  in  1992-1993,  in  1994  it  moved  heavily  into  technical  assist- 
ance, the  offer  of  the  best  of  American  know-how  and  expertise  to 
reformers  who  are  willing  and  able  to  use  it.  Its  focus,  Mr.  Chair- 
man, is  on  the  grassroots.  Three-quarters  of  Freedom  Support  Act 
funding  goes  outside  national  capitals;  two-thirds  goes  to  entities 
other  than  central  governments.  And  when  we  assist  central  gov- 
ernments, it  is  to  help  develop  the  laws  and  institutions  that  de- 
mocracy and  the  market  require  and  that  only  central  governments 
can  put  in  place. 

The  priorities  are  known  to  you  from  three  years  of  discussion. 
Exchanges  and  training  programs  are  approaching  Marshall  Plan 
proportions.  We  are  promoting  and  assisting  with  the  establish- 
ment of  the  rule  of  law,  with  improvements  in  law  enforcement.  We 
are  encouraging  the  development  of  nongovernmental  organiza- 
tions, the  makings  of  civil  society  in  these  countries  where  the 
State  has  always  been  strong  and  society  has  always  been  weak, 
the  converse  of  our  situation. 

Privatization  and  private  sector  development  are  underway.  We 
are  supporting  trade  and  investment  directly  through  the  agencies 


that  have  that  function:  OPIC,  Ex-Im  Bank,  the  Trade  and  Devel- 
opment Agency,  and  through  enterprise  funds  which  this  program 
is  funding  at  the  level  of  three-quarters  of  a  billion  dollars.  Eco- 
nomic restructuring,  assistance  for  reform  of  the  energy  sector — 
this  is  a  part  of  the  world  that  has  the  world's  largest  energy  sec- 
tor— and  with  the  environment  because  it  has  the  most  polluted  en- 
vironment. 

Mr.  Chairman,  the  bulk  of  the  request,  the  $788  million  which 
you  mentioned,  is  for  funding  to  keep  this  first  wave  of  reform 
strong,  but  there  are  two  other  needs — new,  because  there  is  now 
a  second  wave.  After  two  years  of  decay  and  delay,  four  important 
countries — Ukraine,  Armenia,  Georgia,  and  Belarus — are  embark- 
ing on  comprehensive  reform  programs  worked  out  and  agreed  with 
the  International  Monetary  Fund  and  the  World  Bank,  as  we  have 
urged  them  to  do  for  three  long  years  now. 

This  wave  is  about  to  break  this  year,  in  1995.  We  expect,  for  in- 
stance, the  Ukraine  standby  arrangement  with  the  International 
Monetary  Fund  could  be  signed  as  early  as  tomorrow  night.  But 
this  wave  can  break  only  if  the  international  community  provides 
adequate  support  for  the  critical  imports  that  are  needed  if  these 
programs  are  to  take  off  and  succeed.  The  international  financial 
institutions  can  help  a  lot,  but  bilateral  donors  must  also  help.  And 
experience  shows  that  if  the  United  States  does  not  step  up,  the 
others  will  not,  either.  In  order  to  lead  this  international  effort,  the 
U.S.  must  contribute  and  it  must  have  the  resources  in  this  pro- 
gram for  that  contribution. 

Mr.  Chairman,  last  month  I  led  a  mission  of  senior  officials  to 
these  four  countries  to  gauge  their  commitment  to  reform  and  to 
ascertain  their  rock-bottom  needs  for  outside  support  of  these  pro- 
grams. We  had  exchanges  with  the  Chiefs  of  State,  with  Eduard 
Shevardnadze  of  Georgia,  with  Leonid  Kuchma  of  Ukraine,  with 
Levon  Ter-Petrosyan  of  Armenia,  with  Piotr  Lukashenko  of 
Belarus,  and  with  their  economic  teams.  Their  commitment  to  com- 
prehensive reform  was  impressive.  Economic  progress  under  their 
initial  programs  has  been  impressive,  and  they  were  grateful  for 
what  the  United  States  has  done  to  provide  and  to  mobilize  support 
so  far,  but  they  told  us  clearly  that  1995  would  be  the  make-or- 
break  year  for  them.  They  told  us  that  outside  support  for  critical 
imports  was  the  make-or-break  need  if  these  programs  were  to  go 
forward,  and  they  told  us  that  they  count  on  the  U.S.  to  take  the 
lead  in  the  future  in  mobilizing  this  support,  as  it  has  it  done  in 
the  past. 

They  also  told  us  how  important  continued  reform  in  Russia  was 
to  them.  They  have  important  relationships  with  Russia.  None  of 
them  are  easy,  but  they  saw  reform  in  Russia  as  a  vital  parameter 
for  the  success  of  their  own  reform  efforts.  They  were  convinced 
that  Russian  reform  is  alive  and  kicking,  and  they  know  Russia 
well. 

So  are  we.  It  is  true  that  as  reform  in  Russia  proceeds,  Mr. 
Chairman,  we  are  shifting  resources  from  Russia  to  new  reformers 
elsewhere.  In  Fiscal  Year  1994,  the  critical  year  for  Russian  re- 
form, two-thirds  of  Freedom  Support  Act  funding  was  allocated  to 
Russia.  If  you  support  this  year's  request,  two-thirds  will  go  to  non- 
Russian  New  Independent  States.  In  other  words,  in  two  years  the 


proportions  are  being  exactly  reversed.  But  this  is  not  to  penalize 
Russia.  It  is  to  encourage  and  support  the  commitment  of  new  re- 
formers elsewhere.  And  it  was  the  leaders  of  the  second  wave  who 
urged  us  to  continue  our  strong  support  for  Russian  reform,  and  we 
agree  with  them  there,  too. 

Now  the  requirements  for  external  financing  of  these  second- 
wave  programs  from  bilateral  donors,  exclusive  of  debt  reschedul- 
ing and  restructuring,  is  over  $2  billion  for  calendar  1995.  We  have 
set  aside  funds  from  Fiscal  Year  1995  for  this  purpose,  but  they  are 
likely  to  be  inadequate  for  us  to  lead  the  world  in  meeting  the 
needs  of  second-wave  countries  and  first-wave  countries  that  re- 
quire additional  support  to  stay  on  track  with  their  IFM  program. 
So  we,  therefore,  wish  to  set  aside  an  additional  $115  million  in 
Fiscal  Year  1996  funding,  of  the  788  that  we  are  requesting,  for 
this  purpose,  because  we  think  that  the  United  States  must  lead 
if  the  second  wave  is  to  be  successful,  and  we  have  to  have  the  re- 
sources in  this  program  to  do  the  job. 

Finally,  Mr.  Chairman,  we  need  to  enhance  direct  support  for 
U.S.  trade  and  investment  in  the  area.  This  is  also  a  fruit  of  reform 
because  it  is  the  private  firms,  the  private  sector  development  that 
is  spiking  demand  for  the  services  of  our  trade  and  investment  sup- 
port agencies.  The  time  will  come  when  U.S.  traders  and  investors 
will  engage  in  this  area  without  support  from  the  American  tax- 
payer. That  is  what  we  are  aiming  for;  that  is  as  it  should  be.  At 
that  point,  they  will  take  over  the  job  of  building  normal  economic 
relations  from  these  programs.  In  the  meantime,  our  technical  as- 
sistance is  needed  to  help  reformers  create  the  capital  markets,  the 
securities  and  exchange  commissions,  the  modern  banking  sectors, 
the  modern  tax  and  trade  regimes  that  business  is  going  to  need 
truly  to  flourish.  But  until  those  institutions  and  laws  are  put  in 
place,  right  now  our  businesses  need  a  leg  up  to  enter  one  of  the 
world's  most  promising  emerging  markets. 

The  Export-Import  Bank  has  had  its  own  appropriations  for  NIS 
activities,  but  we  have  supported  the  NIS  activities  of  OPIC  and 
TDA  from  this  program.  They  have  produced  billions  of  dollars  of 
U.S.  trade  and  investment  in  the  area.  Despite  the  fragmentary 
and  turbulent  condition  of  the  market,  despite  all  the  problems  of 
crime  and  corruption,  U.S.  business  is  eager  to  go  in.  And  the  ac- 
tivities of  these  agencies  have  helped  make  the  United  States  the 
No.  1  source  of  foreign  direct  private  investment  in  Russia,  for  in- 
stance. 

This  year  we  are  requesting  about  $170  million  for  these  activi- 
ties in  these  agencies'  own  budgets,  and  we  are  also  requesting 
about  $60  million  for  USIA's  exchange  activities  in  its  own  budget. 
The  reason  we're  doing  that,  that's  a  programmatic  change.  I 
mean,  these  are  activities  that  have  been  funded  from  this  budget 
which  we're  now  asking  be  directly  appropriated,  and,  therefore, 
the  $788  million  that  we're  asking  for  is  not  strictly  comparable 
with  previous  requests  because  some  of  the  activities  funded  in  the 
program  are  being  transferred.  We're  doing  that  because 

BUDGET  REQUEST 

Mr.  Wilson.  Some  of  the  788  is  being  transferred? 


Mr.  Simons.  No,  some  of  the  previous  900  is  being  transferred. 
Therefore,  the  788  is  lower.  But  the  actual — we  can  talk  about  it 
later — the  actual  funding  that  the  U.S.  Government  is  requesting 
in  all  budgets  is  just  about  the  same.  It's  about  $1.5  billion. 

The  reason  we're  doing  this  is  that  these  programs  are  now  up 
and  running  efficiently,  so  that  centralized  allocation  through  this 
program  is  no  longer  needed,  and  these  are  also  the  types  of  activi- 
ties that  we  may  well  wish  to  pursue  in  the  New  Independent 
States  after  assistance  is  history.  So  we  think  it's  time  for  imple- 
menting agencies  to  start  integrating  them  into  their  own  strategic 
planning.  But  if  demand  for  trade  and  investment  support  contin- 
ues to  spike  as  it  is  now  spiking,  and  if  these  agencies,  the  trade 
and  investment  support  agencies,  continue  to  perform  well,  we  may 
need  to  look  to  this  program  for  additional  resources  for  the  task. 
And  since  we  get  them  only  once  a  year,  Mr.  Chairman,  they  are 
provided  for  in  this  request. 

Mr.  Chairman,  this  is  a  high-impact  program  for  the  1990s  only. 
The  reason  is  that  these  are  not  less-developed  or  underdeveloped 
countries  in  any  traditional  sense.  They  have  rich  human  and 
physical  resources  and  very  substantial  infrastructure.  The  task  of 
assistance  in  these  countries  is  not  to  help  them  build  infrastruc- 
ture, but  to  reorient  resources  that  they  already  have  toward  the 
new  goals  of  democracy  and  the  market  that  they  are  now  choosing 
for  themselves.  They  are  misdeveloped  in  terms  of  democracy  and 
the  market. 

The  whole  transition  is  clearly  going  to  last  decades,  but  we 
think  that  this  essential  reorientation,  building  democracy  and  the 
market  into  their  political  and  economic  structures  for  good,  can  be 
done  within  years,  and  if  it  can't,  it  won't  be  for  lack  of  domestic 
or  outside  resources.  So  we  plan  to  phase  this  program  down  rap- 
idly and  substantially  to  close  it  by  the  end  of  the  decade.  But  if 
it  is  to  be  successful,  and  if  we  are  to  do  that,  it  needs  to  meet 
three  interrelated  strategic  tasks  this  year  and  next.  We  must  be 
able  to  support  strong  programs  of  technical  assistance  in  the  first- 
wave  countries,  including  Russia,  that  keep  to  the  reform  path,  and 
in  second-wave  countries  that  choose  it  this  year  and  next.  Second, 
we  must  be  able  to  lead  international  efforts  to  make  comprehen- 
sive reform  possible  in  second-wave  countries — Ukraine,  Armenia, 
Georgia,  Belarus,  and  perhaps  others — this  year  and  next.  And, 
third,  we  must  be  able  to  enhance  direct  support  for  U.S.  trade  and 
investment  in  some  of  the  world's  most  exciting  potential  markets, 
as  reform  proceeds  and  demand  for  such  support  rises. 

That  is  what  the  budget  we  have  requested  would  equip  us  to  do 
at  minimum  levels  of  funding,  and  I  and  my  successor — and  you're 
going  to  love  him — look  forward  to  working  with  you  to  gain  your 
support  for  this  request.  Thank  you. 

[The  written  statement  of  Ambassador  Simons  follows:! 
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PREPARED  STATEMENT  OF 

AMBASSADOR  THOMAS  W.  SIMONS,  JR. 

COORDINATOR  OF  U.S.  ASSISTANCE  TO  THE  NIS 

FOREIGN  OPERATIONS  SUBCOMMITTEE 

HOUSE  APPROPRIATIONS  COMMITTEE 

March  9,  1995 


Good  morning,  Mr.  Chairman.   I  am  pleased  to  be  with  you  this 
morning  to  urge  your  support  for  the  Administration's  FY  1996 
budget  request  for  assistance  to  the  New  Independent  States  of 
the  former  Soviet  Union. 

The  Policy  Context 

Twelve  new  nations  are  struggling  to  put  the  crippling  legacy 
of  decades  of  Communist  rule  behind  them  and  enter  the  modern 
international  community  as  free,  equal,  and  reliable  partners. 
It  is  a  confused  struggle  with  an  uncertain  outcome. 

If  all  or  most  of  them  succeed,  the  United  States  will  be  more 
secure.   The  threat  of  annihilation  which  burdened  our  lives 
and  our  liberties  for  two  generations  will  be  lifted.   We  will 
have  new  opportunities  for  economic  growth.   Our  businessmen 
will  have  new  markets  and  new  sources  of  supply  in  a 
resource-rich  part  of  the  world.   Our  workers  will  have  more 
and  better  jobs.   And  we  will  be  in  a  better  position  to  lead 
the  international  community  in  confronting  the  challenges  of 
our  age:  pursuing  arms  control  and  non-proliferation; 
maintaining  and  expanding  an  open  trading  system;  stopping 
international  crime,  terrorism,  and  narcotics  trafficking;  and 
building  a  habitable  planet. 

If  these  transitions  fail,  we  Americans  will  face  new  threats 
to  our  values,  our  interests,  and  perhaps  --  once  again  --  to 
our  lives.   To  meet  those  threats  we  will  be  forced  --  once 
again  --  to  muster  economic,  military,  and  moral  resources  thnt- 
are  better  used  to  meet  today's  domestic  and  international 
challenges.   Mr.  Chairman,  the  stakes  for  this  country  in  the 
post-Soviet  transitions  are  high. 

The  obiective  of  seeing  and  helping  the  NIS  enter  the  modern 
world  as  reliable  equal  partners  is  therefore  strategic.  We 
pursue  it  through  the  whole  range  of  means  at  our  disposal. 
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--  Our  diplomacy  engages  these  countries  at  ground  level, 
every  day,  to  define  the  issues  which  must  arise  in  relations 
between  sovereign  states,  to  promote  common  interests  and 
common  solutions  where  we  can,  and  to  manage  conflicting 
interests  where  we  cannot. 

--  Both  bilaterally  and  in  multilateral  fora,  we  use  our 
political  and  economic  relationships  across  the  globe  to  shape 
an  international  community  which  it  will  be  in  the  interests  of 
the  NIS  themselves  to  join. 

--  we  encourage  the  engagement  of  our  private  sector  — 
our  businesses,  our  media,  our  private  voluntary 
organizations  —  to  build  the  ties  that  must  underpin  the 
constructive  state-to-state  relations  we  seek. 

--  And  just  as  we  battle  the  bad  proliferation  of  weapons 
of  mass  destruction,  we  promote  the  good  proliferation  of 
living  links  between  our  citizens,  people  of  all  ages  and  from 
all  walks  of  life. 

Thus  assistance  is  only  one  component  of  this  strategic  policy 
approach.   But,  Mr.  Chairman,  it  is  also  a  vital  component. 

The  Strategy:  Support  for  NTS  Reform 

If  the  NIS  are  truly  to  join  the  international  community  as 
reliable  partners,  they  need  to  choose  and  stick  with 
democratic  and  market  reforms.   They  must  work  their  way  free 
of  the  habits  and  structures  of  despotic  government,  government 
from  th°  top  down,  and  put  in  their  place  the  habits  and 
structures  of  democratic  Governance,  government  from  the  bottom 
up    Th^y  must  leave  behind  them  economies  in  which  everything 
was  owned  and  decided  by  the  state  and  the  party,  and  adopt 
economic  arrangements  based  on  the  market,  where  decisions  are 
ultimately  made  by  free  individuals.   After  decades  of 
communist  rule,  the  , old  is  very  deeply  rooted.   Introducing  and 
sticking  with  the  new  is  disruptive  and  painful.   It  can  be 
politically  costly  in  new  democracies.   And  there  is  no 
blueprint.   Every  country  that  chooses  democracy  and  the  market 
must  choose  its  own  versions,  chart  its  own  course.   For  scale 
and  complexity,  no  political-economic  transformation  in  history 
matches  the  NIS  transitions. 

Assistance  is  simply  the  most .effective  means  the  United  States 
has  to  help  NIS  reformers  put  in  place  the  democratic  and 
marker  reforms  their  countries  need,  and  stick  with  them. 
Neither  Hie  United  States  nor  any  other  single  country  01 
O„r^n-o  agency  is  up  to  the  job  alone.   It  is  a  task-for-the 
whole  international  community.   But  without  a  robust  American 
program  that  points  the  way  forward,  we  cannot  lead  the  rest  ot 
the  world  in  mobilizina  the  outside  resources  that  are  needed. 


12 


-  3 


if  NIS  reformers  are  to  jump-start  reforms  and  keep  them  going 
until  they  create  a  new  way  of  life.   They  will  choose  their 
own  forms  of  democracy  and  the  market.   They  will  bear  the  pain 
and  run  the  risk.   It  will  be  their  achievement  if  they 
succeed.   But  it  is  in  our  national  interest  that  they  do 
succeed.   And  if  they  do  make  the  hard  choices,  it  is  in.our 
national  interest  to  help  them  succeed. 

Mr.  Chairman,  the  NIS  assistance  program  is  thus  an  investment 
in  this  country's  future.   It  is  defense  by  other  means.   It 
costs  a  fraction  of  what  the  United  States  spent  on  defense  and 
deterrence  to  win  the  Cold  War,  and  a  fraction  of  what  the 
United  States  would  have  to  spend  to  defend  against  and  deter 
threats  arising  from  failure  of  the  NIS  transitions. 

That  is  what  two  Administrations  and  two  Congresses  have 
recognized  for  three  years  now.   This  program  is  built  around 
four  components: 

--  the  Cooperative  Threat  Reduction  (CTR)  program  for  the 
safe  and  secure  dismantlement  of  nuclear  weapons  and  related 
purposes  funded  from  Department  of  Defense  appropriations; 

--  food  assistance  and  concessional  sales  funded  from 
Department  of  Agriculture  appropriations; 

—  humanitarian  deliveries  whose  transportation  is  funded 
from  various  Federal  appropriations;  and 

—  the  programmatic  core  funded  by  the  FREEDOM  Support  Act 
(FSA)  as  amended.   The  FREEDOM  Support  Act  was  passed  in  1992, 
and  the  program  it  funds  has  been  expanded  and  focused  and 
supported  by  overwhelming  bipartisan  majorities  ever  since.   In 
its  peak  year,  the  1993  vote  on  FY  1994  appropriations,  the 
vote  on  the  conference  report  was  321-108  in  the  House  and 
88-11  in  the  Senate.   The  program  represents  an  ongoing 
partnership  of  two  Administrations  and  two  Congresses  to  seize 
a  historic  opportunity  for  the  United  States. 

Mr.  Chairman,  the  budget  reguest  before  you  is  for  incremental 
funding  to  keep  the  FSA  program  strong  and  up  to  the  challenges 
that  the  initial  successes  of  NIS  reform  are  creating  on  the 
ground   We  are  all  worried  about  the  prospects  for  democratic 
and  market  reform  in  the  area.   We  were  worried  about  those 
prospects  in  1992  and  1993  and  1994.   It  was  that  concern  thar 
led  the  Administration  and  the  Congress  to  initiate  this 
program  and  keep  it  going.   Reform  processes  in  the  NIS  are 
messy,  patchy,  incomplete.   They  do  not  just  move  forward;  they 
also  stand  still  and  even  move  backward.   They  have  unintended 
consequences  that  are  inevitable  in  experiments  of  historic 
scale  and  complexity.   They  are  by  no  means  ir revers-i-feleV-  But 
that  is  only  to  say  that  the  strategic  objective  of  this 
program  remains  as  fresh  and  vital  to  our  national  interest  as 
it  has  ever  been. 
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The  terms  of  the  FREEDOM  Support  Act  itself  call  for  the 
Administration  to  take  into  account  the  commitment  to  and 
prospects  for  democratic  and  market  reform  in  formulating  our 
assistance  program  for  the  individual  NIS.   We  take  that 
obligation  seriously.   The  CTR  program  allows  us  to  work. on 
weapons  dismantlement  and  elimination  and  related  programs  with 
the" four  Soviet  nuclear  successor  states,  Russia,  Ukraine, 
Belarus,  and  Kazakhstan.   It  encourages  reform,  but  reform 
progress  is  not  one  of  its  operating  criteria.   Similarly,  we 
shape  food  assistance  and  concessional  sales  programs  and 
humanitarian  deliveries  to  support  reform  progress,  but  their 
basic  objective  is  to  help  people,  and  they  are  implemented 
primarily  in  response  to  human  need.   The  FSA  program  is 
different,   it  operates  on  the  principle  that  aid  should  follow 
reform,  and  it  is  specifically  geared  to  the  progress  and 
prospect  of  MIS  democratic  and  market  reform  on  the  ground. 

Keeping  the  First  Wave  Strong 

Mr.  Chairman,  reform  has  come  to  the  region  not  uniformly  and 
evenly  but  in  two  large  waves. 

Th°  first  beaan  immediately  after  the  collapse  of  the  Soviet 
union,  in  1992.   It  began  in  the  largest  and  smallest  of  these 
new  nations,  in  the  Russian  Federation,  in  the  tiny  Kyrgyz 
Republic  to"  the  east,  and  in  tiny  Moldova  to  the  west.   They 
were  followed  in  1993  and  early  1994  by  Kazakhstan.   In  each, 
reform  has  been  a  messy  process,  tackling  different  areas,  with 
stop*;  and  starts.   In  each,  new  institutions  are  weak,  core 
economic  reformers  are  few,  political  infighting  is  fierce,  and 
crime  and  corruption  are  genuine  problems.   In  each,  however, 
wid°-ranaing  reform  programs  worked  out  with  the  International 
Monetary'Fund  and  the  International  Bank  for  reconstruction  and 
Development  using  strict  IMF  criteria  are  underway  or  nearing 
agreement.   In  each,  impressively  free  and  democratic  elections 
have  been  held:  opposition  media  function;  nongovernmental 
organizations  are  proliferating  and  creating  the  outlines  of 
civil  societies;  mass  privatization  programs  are  taking 
essential  parts  of  the  economy  out  of  government  hands;  and  the 
law^  ann-  institutions  of  efficient  market  economies  are 
beginning  to  emerge.   Together,  in  their  distinctive  ways,  the 
four  countries-of  the  first  wave  provide  eloquent  testimony  to 
the  staving  power  of  NIS  reform,  and  to  its  future. 

And,  Mr.  Chairman,  timely  and  effective  help  from  the  United 
States  ha.-?  made  a  critical  difference.   In  this  initial  stage 
of  transition  the  FSA  program  operates  in  all  twelve  NIS. 
Everywhere  we  are  trying  to  open  up  new  channels  of 
communication  and  expose  these  hitherto  isolated  soeareties  to 
new  ways  of  thinking.   Where  we  cannot,  we  should:  Section  907 
of  the  FSA  precludes  us  from  including  Azerbaijan  in  our 
democracy  building  and  market  development  programs,  and 
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Azerbaijan  needs  exposure  to  Western  ideas  and  institutions  as 
much  as  any  other  NIS.   But  we  have  put  disproportionate 
resources  into  the  four  countries  of  the  first  reform  wave,  the 
countries  that  chose  bold  reform  in  1992-1994,  as  well  as  to 
the  humanitarian  needs  of  Armenia  and  Georgia. 

Assistance  to  the  first  wave  has  rolled  out  according  to  the 
strategy  and  the  priorities  discussed  and  agreed  to  with  the 
Congress  from  the  beginning.   The  strategy  is  to  phase  down 
humanitarian  assistance  rapidly  and  replace  it  with  the  offer 
of  the  best  in  American  know-how  and  expertise  to  help  area 
reformers  willing  and  able  to  use  it  to  put  in  place  the  laws, 
regulations,  and  institutions  of  functioning  democracies  and 
functioning  markets.   And  as  markets  begin  to  function,  we  want 
to  use  limited  assistance  funding  to  encourage  U.S.  trade  and 
investment,  and  lay  the  foundation  for  normal  economic 
relationship  without  aid. 

In  1992-1993,  we  provided  mainly  humanitarian  aid,  to  cushion 
the  initial  shock  of  beginning  transition,  and  about  half  of 
program  funding  went  to  Russia>  the  largest  country  with  the 
boldest-  reform  program,  to  which  all  the  others  looked. 

In  1994,  we  shifted  heavily  into  technical  assistance,  programs 
offering  American  know-how  and  expertise  that  reformers 
were  requesting  in  mutually  agreed  priority  areas.   They  were 
designed  as  three-to-four  year  programs  for  the  heart  of  the 
decade's  transition,  the  mid-1990's.   They  depend  for  their 
effectiveness  of  hiring  good  experts  who  find  committed  and 
determined  area  partners  for  reform.   They  are  increasingly 
geared  to  helping  reformers  in  government  and  the  private 
sector  gain  the  skills  necessary  to  carry  on  with  reform  after 
aid  stops 

It  take?  time  to  find  the  right  partners.   It  takes  time  to 
design  and  put  in  place  the  right  programs  with  them.   Most 
partners  are  outside  central  governments  and  outside  national 
capitals.   Expenditures  are  made.  ov,er  the  life  of-  the  program, 
rather  than  all  at  once  at  the  beginning.   And  one  result  has 
been  persistent  complaints  that  local  governments  are  not 
adequately  consulted  on  program  priorities  and  specifics,  or 
that  there  is  an  "American  blueprint;"  that  money  goes  mainly 
to  Americans  instead  of  NIS  people  in  need;  and  that  it  is  not 
being  "pent  fast  enough.  "  '  * 

Mr   Chairman,  management  of  a  program  this  large  and  this  novel 
can  always  be  improved,  and  I  am  eager  to  hear  your  specific 
questions.   But  it  is  my  strong  view  that  these  generic 
complaints  are  often  misplaced. 

It  is  true  that  most  FSA  program  resources  go  to  Ame-r-irc a n-- 
experts  and  organizations-   That  is  the  nature  of  technical 
assistance.   It  is  also  an  important  hedge  against  diversion  of 
U.S.  taxpayer  funds  to  illicit  purposes. 
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It  is  true  that  more  than  three-quarters  of  FY  1994  FSA  funding 
is  going  to  programs  outside  the  national  capitals,  and  more 
than  two-thirds  to  entities  other  than  central  governments. 
When  it  goes  to  central  governments,  it  goes  to  put  in  place 
laws  and  institutions  that  only  government  can  create.   But  I 
believe  this  grass-roots  orientation  is  justified  because  -the 
impulse  for  MIS  reform  comes  from  the  grass  roots  as  well  as 
from  the  center . 

It  is  true  that  as  of  the  end  of  calendar  1994  something  over  a 
billion  of  the  four  billion  dollars  appropriated  under  the  FSA 
had  been  expended.   But  long-term  advisors  are  paid  as  they  go, 
and  contracts  are  funded  as  they  are  implemented,  rather  than 
all  up  front.   What  you  see,  Mr.  Chairman,  is  prudent  program 
management  to  ensure  effectiveness  and  avoid  waste. 

Moreover,  Mr.  Chairman,  this  program  is  working.   It  is  working 
most  impressively  in  the  four  countries  of  the  first  wave: 
Russia.  Kyrgyzstan,  Moldova,  and  Kazakhstan.   Reform  processes 
there  continue  to  be  messy,  patchy,  and  subject  to  reversals. 
But  with  our  help  they  are  moving  forward,  in  the  priority 
areas  that  are  familiar  to  you  from  three  years  of  consultation 

Exchanges  and  training  are  exploding  to  Marshall  Plan  levels. 
They  transfer  skills,  create  abiding  human  relationships,  and 
open  windows  to  new  ways  of  thinking.   American  experts  are 
helpina  NIS  reformers  build  the  rule  of  law,  improve  law 
enforcement '.    create  independent  media,  and  found  new 
non-governmental  and  private  voluntary  organizations. 

Mass  privatization  programs  are  in  place  and  rolling  out, 
largely  using  American  expertise.   Private  sector  development 
and  economic  restructuring  are  underway.   Enterprise  funds  are 
making  loans  and  investments,  both  to  assist  new  entrepreneurs 
and  to  demonstrate  to  Western  investors  the  potential  of  NIS 
investments.   with  private  sectors  expanding,  governments  are 
turnina  to  the  tasks  of  building  the  market  environments 
without  which  they  cannot  flourish,  the  modern  capital  markets, 
the  modern  banking  and  financial  sectors,  the  modern  tax  and 
foreign  trade  regimes.   NIS  businesses  are  now  anxiously 
seeking  out  U.S.  partners,  and  this  program  is  funding  the  U.S. 
agencies  that  support  U.S.  trade  and  investment,  OPIC  and  the 
Trade  and  Development  Agency  (the  Export-Import  Bank  has  had 
its  own  appropriations  for  NIS  activities).   Volunteer  business 
adviso'",  teachers,  and  other  specialists  are  at  work  across 
eleven  time  zones  in  the  Feace  Corps,  the  International 
Executive  Service  Corps,  the  Financial  Services  Volunteer 
Corps,  and  the  Farmer-to-Farmer  program,  all  funded  from  this 
program    American  private  voluntary  and  non-governmental 
organisations  have  important  pieces  of  the  action.   And 
American  experts  are  helping  first  wave  reformers  rej^»mp"-old 
systems  and  create  new  systems  that  revolutionize  energy 
efficiency,  social  security  safety  nets,  and  environmental 
manaaement . 
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Mr.  Chairman,  I  can  assure  you  that  we  keep  the  progress  and 
prospect  of  reform  in  the  individual  NIS  under  constant 
review.   If  reform  goes  sour,  if  the  reform  process  in  a  given 
country  stalls  and  kicks  into  reverse,  our  programs  in  that 
country  will  follow  the  trend.   So  far  that  has  not  happened. 
We  are  carefully  following  the  Russian  reform  process  in  the 
wake  of  the  Chechnya  crisis.   There  have  been  disquieting 
developments.   But  so  far  the  evidence  points  to  continued  and 
even  reaffirmed  commitment  by  the  Russian  Federation  leadership 
to  the  path  of  democratic  and  market  reform.   We  were 
encouraged  by  our  exchanges  here  last  week  with  the  new  head  of 
the  Russian  privatization  program,  Sergei  Belyaev,  a  proven 
reformer.   And  if  Russia's  negotiations  with  the  IMF  and  the 
IBRD  are  successful,  as  the  painful  prior  actions  now  being 
implemented  in  that  context  suggest,  Russia  will  undertake  a 
whole  new  series  of  impressive  commitments  to  reform. 

In  other  first  wave  countries,  too,  the  reform  process  is 
encountering  difficulties.   Moldova  and  Kazakhstan  may  need 
additional  support  from  the  international  community  this  year 
to  keep  their  comprehensive  reforms  on  track.   But  overall,  Mr. 
Chairman,  -reform  in  the  first  wave  countries  is  alive  as  a 
program  and  as  an  option.   And  so  long  as  reformers  continue  to 
be  willing  to  stand  and  make  and  implement  the  hard  choices,  we 
should  continue  to  stand  with  them,  rather  than  pull  back  and 
leave  them  in  the  lurch. 

Mr.  Chairman,  that  is  the  first  need  addressed  by  this  budget 
request.   The  bulk  of  the  $788  million  requested,  if  approved, 
will  go  to  technical  assistance  and  enterprise  funds, 
implemented  through  USAID.   It  is  primarily  incremental  funding 
to  keep  reform  in  the  first  wave  strong.   We  have  pared 
programs  and  reduced  projects;  this  request  is  down  to  muscle, 
Mr  -  Chai  rman . 


The  Second  Wave 

Now  a  second  wave  of  NIS  reform  is  gathering  strength.   It  will 
break  this  year,  but  only  if  it  receives  adequate  international 
support.   Only  U.S.  leadership  can  mobilize  that  support, 
without  resources  in  this  program,  we  cannot  meet  this  new 
leadership  challenge.   This  budget  request  also  provides  for 
such  resources  at  a  minimum  level. 

Last  month  I  led  a  £act-f  indi-n.<3  .mission  of  key  senior  economic 
officials  to  Ukraine,  Belarus,  Armenia,  and  Georgia.   All  have 
reached  or  are  reaching  agreement  with  the  Fund  and  the  Bank  on 
deep,  '-omprehensive  economic  reform  programs.   Their  situations 
and  possibilities  vary.  -- 
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Ukraine  and  Belarus  tried  to  put  off  reform  for  two  long  years, 
suffered  catastrophic  economic  decline  as  a  result,  and  -- 
after  elections  in  both  countries  --  have  come  to  see 
fundamental  reform  as  the  only  alternative  to  the  threat  of 
national  decay.   Armenia  and  Georgia  are  looking  to  fundamental 
reform  to  free  them  from  dependency  on  outside  humanitarian  aid 
towarrj  futures  as  democratic  states  with  viable  economies.   The 
IMF/IBRD  programs  for  the  four  countries  take  these  variations 
into  account.   But  all  are  within  stringent  IMF  guidelines,  and 
the  economic  costs  of  delay  have  been  such  that  all  reguire 
very  substantial  international  support  to  get  them  started  and 
make  them  successful. 

The  international  financial  institutions  will  make  a  strong 
contribution,  but  cannot  shoulder  the  whole  burden  alone; 
bilateral  donors  must  also  step  up  to  the  challenge.   The  U.S. 
should  and  can  lead  this  international  effort.   We  did  so  last 
fall  with  regard  to  Ukraine's  needs  in  the  fourth  quarter  of 
1994,  when  a  U.S.  contribution  of  $100  million  allowed  Ukraine 
to  access  $371  million  in  Fund  financing  and  get  a  bold  initial 
program  underway.   But  the  external  financing  requirement  for 
these  and  similar  NIS  programs  from  bilateral  donors  in  1995, 
exclusive  of  debt  rescheduling  and  restructuring,  may  now 
exceed  $2  billion. 

Traditionally,  the  bilateral  contribution  on  which  U.S. 
leadership  hinges  is  20  percent.   We  have  already  pledged  $286 
million  from  FY  1995  FSA  funding  and  other  programs,  including 
our  Ukraine  contribution,  in  this  context,  and  we  have  set 
aside  up  to  $75  million  in  FY  1995  FSA  funding  for  these 
purpose?.   But  our  resources  are  strictly  limited.   The  program 
is  under  attack.   It  faces  rescissions  which  cut  into  muscle, 
and  uncertain  prospects  this  year.   We  therefore  need  to 
determine  the  minimum  in  FY  1995  and  if  necessary  FY  1996 
funding  required  for  us  to  lead  this  effort. 

Hence,  the  purpose  of  our  mission  was  to  gauge  the  reform 
commitment  of  the  four  countries  on  the  spot,  and  to  ascertain 
their  absolute  top  priority  requirements  for  program  support 
this  year   in  1995.   We  were  received  warmly  for  free  and  frank 
discussion  by  all  four  chiefs  of  state  --  President  Leonid 
Kuchma  of  Ukraine,  President  Piotr  Lukashenko  of  Belarus, 
Chairman  Eduard  Shevardnadze  of  Georgia,  and  President  Levon 
Ter-Fetrcsyan  of  Armenia.   We  had  detailed  exchanges  with  theit 
reform  teams,  the  Prime  Ministers  and  Deputy  Frime  Ministers 
and  ministers  responsible  for  the  economy.   Let  me  report 
briefly  on  our  findings. 

We  found  impressive  political  commitment  to  comprehensive 
economic  reform,  despite  the  certain  pain  and  the  potential 
politic?!  cost.   Taking  these  difficult  steps  will  ao-fe-  be-- 
popular  with  their  electorates;  these  leaders  are  displaying 
impressive  political  courage.   We  found  competent  reform  teams 
in  place,  strongest  in  Ukraine  and  Armenia  but  capable  of 
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moving  forward  in  all  four  countries.   We  found  impressive 
progress  under  initial  programs.   Frices  were  being 
liberalized,  yet  inflation  was  declining  as  a  trend.   Subsidies 
were  being  reduced  or  eliminated.   Budget  deficits  were 
shrinking.   Currencies  were  stabilizing.   We  found  gratitude 

for  what  the  U.S.  has  done  in  the  past.   In  Armenia  and  _. 

Georgia.  President  Ter-Petrosyan  and  Chairman  Shevardnadze  told 
us  that  their  countries  would  simply  not  have  survived  with  the 
assistance  the  U.S.  has  given  and  mobilized. 

But  the  leaders  of  all  four  governments  also  told  us  that  1995 
will  be  the  make-or-break  year  for  their  reform  programs.   They 
said  that  unless  these  programs  got  adequate  international 
support  they  could  not  be  fully  implemented,  or  they  would 
fail.   Moreover,  they  require  a  particular  kind  of  support: 
support  for  critical  imports.   Reform  reduces  the  resources 
available  to  both  government  and  the  private  sector  to  import 
the  goods  needed  to  arrest  economic  decline  and  get  growth 
underway  again. 

We  told  them  financing  external  payments  gaps  is  particularly 
difficult  for  the  U.S.,  as  for  many  other  bilateral  donors.   It 
is  neither  our  -policy  nor  our  preference  to  use  FSA  funding  for 
direct  cash  grants  for  balance-of-payments  support.   They 
replied  that  they  understood,  but  that  such  financing  was  the 
most  critical  element  of  their  comprehensive  reform  programs, 
and  that  they  expected  U.S.  leadership  of  the  international 
effort  to  provide  it.   The  U.S.  had  led  in  the  past,  and  only 
the  U.S.  can  lead  again  this  critical  year. 

Moreover,  Mr.  Chairman,  first  wave  reform  remains  critical  to 
the  second  wave.   That  is  what  we  heard  loud  and  clear  from 
President  Kuchma  of  Ukraine.  President  Ter-Petrosyan  and 
Chairman  Shevardnadze.   They  focused  on  Russia.   All  these 
countries  have  important  relationships  with  the  Russian 
Federation.   None  of  them  is  easy,  but  together  and  over  time, 
they  will  help  define  the  kind  of  partners  they  and  Russia 
become  in  the  international  community.   Beyond  their  own  urgent 
needs,  they  argued  for  continued  international  support  for 
Russian  democratic  and  market  reform.   Two  months  into  the 
Chechnya  crisis,  they  saw  that  kind  of  reform  as  a  continuing 
live  option  for  Russia,  and  one  that  remains  a  vital  parameter 
for  their  own  reform  efforts.   Here  too  they  were  looking  to 
US.  leadership . 

Mr.  Chairman,  to  equip  ourselves  to  lead  we  wish  to  set  aside 
up  to  $115  million  in  FY  1996  funding  for  support  of 
comprehensive  reform  programs  in  second  wave  countries  and 
first  wave  countries  that  may  require  it  to  keep  on  track  this 
year  and  next.   We  intend  to  spend  the  minimum  required  to  get 
anri  keep  these  programs  going.   We  will  seek  creative-ways  to 
support  critical  import  needs  without  cash  grant  financing  from 
FSA  resources.   We  will  fully  consult  with  Congress  on  how 
these  programs  are  to  be  supported.   But  support  them  we  must, 
and  we  must  have  the  resources  to  do  so.   They  are  provided  for 
at  minimum  levels  in  this  budget  request. 
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Supporting  U.S.  Trade  and  Investment 

The  third  strategic  need  that  must  be  met  within  the  FY  1996 
budget  is  also  a  product  of  NIS  reform.   There. has  always  -been 
a  place  within  this  program  for  direct  support  of  U.S.  trade 
and  investment.   As  they  move  into  high  gear,  the  enterprise 
funds  established  under  this  program  will  provide  valuable 
inputs  for  new  NIS  private  firms  and  their  American  partners. 
But  direct  support  through  OPIC,  TDA,  and  Ex-Im  Bank  programs 
is  also  needed.   The  NIS  constitute  one  of  the  world's  most 
promising  emerging  markets.   The  FY  1994  budget  appropriated 
$300  million  directly  to  Ex-Im  Bank  for  its  NIS  activities,  and 
both  the  FY  1994  and  FY  1995  FSA  programs  have  funded  the  NIS 
activities  of  OFIC  and  TDA,  the  two  other  agencies  that 
directly  support  U.S.  trade  and  investment.   But  now,  as  reform 
moves  forward,  demand  for  their  services  is  spiking. 

Over  the  longer  term,  only  the  private  sector  has  the  resources 
and  skills  that  normal  economic  relations  among  egual  partners 
will  ceguire-   By  the  end  of  the  century,  as  NIS  reform  takes 
hold  and  we  phase  technical  assistance  down  and  out,  we  expect 
U-S-  private  sector  trade  and  investment  to  be  positioned  to 
take  its  place.   At  that  point  it  will  be  able  to  engage 
without  support  from  the  U.S.  taxpayer.   At  this  point, 
however,  the  market  environment  in  the  U.S.  remains  fragmentary 
and  turbulent.   American  technical  expertise  can  help  area 
reformers  create  that  environment.   But  at  this  point  the  risks 
facing  potential  U.S.  investors  and  traders  are  still 
formidable. 

During  this  transitional  period,  therefore,  U.S.  business 
deserves  and  receives  U.S.G.  funding  to  mitigate  those  risks. 
The  agencies  that  provide  it  have  played  an  important  role  in 
making  the  US.  private  sector  the  largest  single  source  of 
outside  direct  private  investment  in  the  area.   Most  has  gone 
to  the  countries  of  the  first  w^ve  .that  are  most  advanced  in 
their  reforms,  starting  with  Russia.   Funding  for  these 
agencies  has  resulted  in  billions  of  dollars  of  new  investment 
and  engagement.   It  has  been  taxpayer  money  well  spent. 

But  as  privatization  and  private  sector  development  proceed, 
there  are  more  and  more  eager  partners  for  U.S.'  business. 
Successful  partnerships  in  turn  create  new  and  stronger 
constituencies  for  reform.   Demand  for  the  services  of  our 
trade  and  investment  support  agencies  rises,  and  can  be 
expected  to  continue  to  rise  as  reform  advances.   By  responding 
to  it,  we  give  U.S.  business  a  foothold  in  these  markets  of  the 
future,  and  we  encourage  further  reform. 

To  respond  to  this  rising  demand,  we  have  reguested  about  $170 
million  in  FY  1996  funding  for  the  NIS  activities  of  OPIC,  TDA, 
and  Ex-Im  Bank  in  their  own  budgets.   Similarly,  we  are 
reguesting  funding  for  USIA's  NIS  exchange  activities, 
including  many  previously  funded  under  the  FSA,  in  the  USIA 
budaet   it  a  level  of  about  $60  million. 
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This  is  a  programmatic  change  from  past  years.   We  wish  to  make 
it  because  trade  and  investment  support  and  exchange  activities 
are  now  up  and  running  efficiently,  and  the  benefits  of 
centralized  control  and  allocation  that  were  clear  during  the 
start-up  phase  of  a  large,  new,  and  politically  important. •- 
program  are  now  outweighed  by  the  benefits  of  long-term 
strategic  programming  at  the  agency  level.   These  are  the  kinds 
of  activities  that  may  continue  to  deserve  support  after  the 
bulk  of  our  technical  assistance  has  entered  history.   We  will 
do  well  to  begin  the  process  of  direct  allocation  to  these 
implementing  agencies  now. 


Closing 

Mr.  Chairman,  the  FSA  program  is  a  high-impact  program  for  the 
decade  of  the  1990's-   It  is  foreign  assistance  with  a 
difference.   Most  NIS  have  rich  human  and  physical  resources 
and  substantial  infrastructure.   They  are  not  less  developed  or 
underdeveloped  in  any  traditional  sense. 

The  tar;l-.  of  assistance  here  is  to  help  and  encourage  reformers 
to  reorient  resources  these  countries  already  have  toward  the 
new  goals  of  democratic  governance  and  market-based  economic 
management  they  are  now  choosing  for  themselves.   while  the 
whole  transition  will  take  decades,  we  believe  that  these  new 
goals  can  be  built  into  their  political  and  economic  structures 
for  good  within  a  period  of  years.   We  therefore  plan  to  phase 
this  program  down  quickly.   For  instance,  we  will  request  the 
last  new  obligations  for  technical  assistance  in  the  Russian 
Federation  in  FY  199  8- 

I  am  optimistic  that  the  progress  of  NIS  reform  will  permit  us 
to  implement  this  strategy.   Already,  the  progress  of  reform  in 
Russia  has  permitted  us  to  shift  resources  toward  the 
non-Russian  New  Independent  States  embarking  on  the  path  that 
Russia  blazed  in  1992  and  has  maintained  since. 

In  its  first,  humanitarian  phase,  in  1992-1993,  about  half  the 
program's  resources  went  to  Russia.   In  FY  1994,  the  critical 
year  for  Russian  reform,  the  proportion  rose  to  two-thirds,  as 
we  switched  over  to  technical  assistance.   In  FY  1995  we  intend 
it  to  fall  to  two-fifths,  and  if  you  approve  this  request,  it 
will  fall  again  to  a  third  in  FY  1996.   We  are  not  penalizing 
Russian  success.   Rather,  we  are  rewarding  and  encouraging 
commitment  to  reform  in  other  NIS  countries,  countries  that 
see  continued  Russian  reform  as  vital  to  the  success  of  theirs. 

But  the  United  States  can  only  implement  this  strategy 
successfully  if  we  are  equipped  to  meet  three  strateg-rc  needs, 
one  continuing  and  two  new: 
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--  wg  must  be  able  to  support  strong  programs  of  technical 
assistance  in  first  wave  countries,  including  Russia,  that  keep 
to  the  reform  path,  and  in  second  wave  countries  that  choose  it 
this  year  and  next; 

--  we  must  be  able  to  lead  international  efforts  to. make 
comprehensive  reform  possible  in  second  wave  countries  -- 
Ukraine,  Armenia,  Georgia,  Belarus,  and  perhaps  others  --  this 
year  and  next;  and 

--  We  must  be  able  to  enhance  direct  support  of  U.S.  trade 
end  investment  in  some  of  the  world's  most  exciting  potential 
markets  as  reform  proceeds  and  demands  for  such  support  rises. 

That  is  what  the  budget  we  have  reguested  would  eguip  us  to 
do.   We  are  asking  for  the  minimum  levels  we  need  to  make  good 
on  our  large  investment  in  NIS  reform  and  to  seize  the  new 
opportunities  for  further  reform  it  is  producing.   I  and  my 
successor  look  forward  to  working  with  you  to  gain  your  support 
for  this  reguest  . 


22 

Mr.  Callahan.  Thank  you,  Ambassador. 
Mr.  Dine? 

Mr.  Dine's  Opening  Statement 

Mr.  Dine.  Thank  you,  Mr.  Chairman.  I,  too,  would  like  to  request 
that  my  full  statement  be  inserted  in  the  record.  And  I  also  would 
want  to  express  my  regret  that  the  statements  did  not  get  here  ear- 
lier. I  gather  there  was  some  miscommunication,  but  I  apologize. 

Also,  just  to  pick  up  on  your  comment  about  the  name-calling — 
who's  an  isolationist,  who's  not — I  think  one  of  the  most  exciting 
things  that's  taking  place  now  is  the  renewed  debate  surrounding 
foreign  policies.  I  think  it's  not  really  about  whether  or  not  to  be 
engaged  in  the  world;  it's  really  how  to  be  engaged,  and  it's  from 
that  standpoint  that  I  look  at  the  debate  and,  hopefully,  have  a  lit- 
tle role  to  play  in  it. 

Mr.  Chairman,  support  for  emerging  democracies  and  markets  in 
the  New  Independent  States  remains  strongly  in  our  national  in- 
terest. USAID's  goal  is  to  help  create  economic  and  legal  environ- 
ments for  prosperity  in  Russia,  Ukraine,  Kazakhstan,  Armenia, 
and  the  other  NIS  countries.  By  this,  I  mean  developing  the  basic 
institutions  and  structures  necessary  for  free  enterprise,  competi- 
tion, and  open  participation. 

The  USAID  Program  focuses  on  systemic  changes,  shaping  the 
content  and  character  of  these  countries.  Genuine  systemic  reform 
requires  myriad  micro-changes  at  the  local  level,  which  add  up  to 
macro-impact.  Individual  actors,  voters,  workers,  managers,  farm- 
ers, companies,  and  social  groups  alike  must  begin  to  think  and  act 
differently.  Our  strategy  is  to  target  U.S.  know-how  where  it  can 
reinforce  systemic  changes  both  from  above  and  from  below,  that 
is,  from  the  grassroots.  Put  simply,  we  support  reform  and  reform- 
ers wherever  we  find  them. 

A  few  examples  will  illustrate  what  I  mean  by  systemic  change 
and  the  substantial  impact  of  USAID  programs.  They  also  illus- 
trate that  reform  is  not  a  one-time  event;  it's  a  process.  I'm  discov- 
ering that  each  step  of  progress  inevitably  reveals  new  challenges, 
and  at  times  some  of  the  toughest  new  problems  may  arise  in  areas 
where  we  have  made  important  breakthroughs.  Let  me  cite  five  ex- 
amples. 

The  first  has  to  do  with  the  free  press  and  the  independent 
media,  which  you,  yourself,  mentioned  as  a  contradiction.  There's 
no  doubt  that  there's  a  contradiction.  The  events  in  Chechnya  have 
been  and  continue  to  be  deeply,  deeply  disturbing  to  all  of  us.  It 
is,  however,  important  to  recognize  that  throughout  this  conflict 
the  Russian  media  have  diligently  reported  and  exposed  the  mili- 
tary operation  in  Chechnya  and  its  horrendous  consequences.  This 
openness  and  scrutiny  reflect  a  new  political  reality  in  Russia. 

USAID  funding  has  linked  television  stations  in  provincial  cities 
with  a  growing  network  of  independent  producers  and  broadcasters 
sharing  programs,  spreading  know-how,  and  bringing  uncensored 
news  to  their  viewers.  For  example,  Internews,  an  AID-funded  pri- 
vate voluntary  organization,  is  working  with  over  100  of  these  local 
TV  stations.  I  visited  its  headquarters  last  week  and  saw  them  en- 
gaged in  training  programs  and  developing  news-worthy  programs. 
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Another  example  of  systemic  change  occurring  at  the  grassroots 
in  Russia  is  criminal  justice  reform.  And,  again,  this  I  think  rebuts 
one  of  your  contradictions.  In  late  1993,  the  Russian  Parliament 
passed  laws  to  reinstitute  a  jury  system  which  the  Bolsheviks  had 
abolished  in  1917.  USAID  has  provided  jury-related  technical  as- 
sistance, including  training  programs  for  judges,  prosecutors,  de- 
fense lawyers,  and  jurors.  As  a  piece  of  tangible  evidence,  USAID- 
funded  legal  experts  helped  the  Russians  produce  and  publish  a 
standardized  jury  trial  benchbook  in  Russian  for  the  judges.  And, 
again,  we  brought  them  to  the  United  States.  We  worked  with 
them  in  Russia. 

The  results  are  dramatic.  Over  160  jury  trials  have  been  held  in 
nine  regions  of  Russia.  This  year  that  we're  in  right  now,  four  more 
regions  are  adding  trial  by  jury.  Citizens  are  participating  in  an 
independent  justice  system.  Russian  juries  dare  to  stand  up  to  once 
all-powerful  prosecutors  and  to  acquit  defendants  against  whom 
the  State  has  failed  to  present  sufficient  evidence. 

A  third  example:  today  a  micro-economic  revolution  is  rapidly  un- 
derway in  the  NIS  region.  Private  property  is  creating  markets. 
With  USAID  assistance,  Kazakhstan,  the  Kyrgyz  Republic, 
Moldova,  Ukraine,  and  Russia  are  implementing  mass  privatiza- 
tion. Russia's  program  started  first  and  its  results  are  impressive. 
About  100,000  small,  medium,  and  large  companies  are  in  private 
hands.  Over  60  percent  of  Russia's  once  State-owned  economy  has 
been  privatized.  This  represents  the  largest  selloff  of  property  in 
world  history.  Forty  million  Russians  now  own  shares  in  privatized 
firms.  In  Kazakhstan,  almost  4,800  small-scale  enterprises  had 
been  privatized  through  USAID-designed  auctions  by  the  end  of 
1994,  and  the  process  continues.  In  Ukraine,  mass  privatization 
vouchers  are  now  being  distributed  to  each  citizen. 

But  mass  stock  ownership  is  only  the  first  step  toward  a  market 
economy.  It  raises  many  further  issues,  including  restructuring  of 
privatized  enterprises,  enacting  comprehensive  commercial  laws, 
and  developing  soundly-regulated  capital  markets.  USAID-funded 
experts  are  working  with  NIS  counterparts  to  develop  regulatory 
agencies,  as  well  as  other  legal  reforms,  that  will  integrate  newly- 
privatized  properties  into  robust  market  economies. 

For  instance,  with  USAID  assistance,  modern  commercial  codes 
have  been  designed  and  enacted  in  Russia  and  Kazakhstan.  These 
reforms  are  vital  to  the  emerging  commercial  environments  and  a 
boon  to  both  local  businesses  and  American  investors  alike. 

My  fourth  example  is  the  help  American  NGOs,  nongovern- 
mental organizations,  are  providing  to  Russians,  Ukrainians,  and 
Central  Asians  to  create  their  own  grassroots  citizen  advocacy 
groups  dealing  with  political  and  social  issues,  such  as  civil  lib- 
erties and  clean  environments.  Thanks  to  a  USAID  program  car- 
ried out  by  ISAR,  environmental  groups  throughout  the  NIS  region 
are  now  linked  via  electronic  networks,  enabling  consciousness 
raising  and  coordinated  lobbying  on  issues  of  Russia's  eco-side.  Pro- 
grams like  this  one  are  grassroots  breakthroughs  for  participatory 
democracy. 

The  final  example  is  modernization  of  Ukraine's  banking  system. 
USAID  assistance  has  enabled  the  National  Bank  of  Ukraine  to  up- 
grade and  computerize  the  payment  system  which  affects  the  oper- 
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ations  of  every  commercial  bank,  business,  and  foreign  investor  in 
the  country.  Payments,  which  used  to  take  weeks,  can  now  be  com- 
pleted in  hours  or  less,  making  normal  commerce  possible  in  an 
evolving  business  environment. 

In  tandem,  USAID  has  funded  professional  training  programs  for 
nearly  900  bank  officers  throughout  Ukraine  on  skills  from  ac- 
counting to  risk  management  and  credit  policy.  As  a  result, 
Ukraine's  banking  sector  is  gearing  up  to  support  the  sweeping  eco- 
nomic reforms  recently  undertaken  by  President  Kuchma. 

Indeed,  this  type  of  systemic  change  which  is  already  taking  root 
in  Russia,  Moldova,  Kazakhstan,  and  Kyrgyz  Republic  now  must 
extend  itself  over  the  second  wave  of  NIS  reformers.  No  country 
better  illustrates  the  possibilities  created  by  reform  than  Ukraine. 
In  the  last  three  months,  under  President  Kuchma's  leadership, 
more  reform  has  been  achieved,  and  we  have  spent  more  than  in 
the  previous  two  and  a  half  years.  I  believe  Ukraine  is  on  the 
move. 

Armenia  and  Georgia  have  reached  critical  stages  in  their  devel- 
opment. It's  time  to  phase  out  these  countries'  dependency  on  hu- 
manitarian aid  and  create  the  foundations  for  sustainable  growth. 
Both  are  working  closely  with  the  International  Monetary  Fund. 
Tough  policies  have  reduced  their  budget  deficits,  clipped  rampant 
inflation,  and  strengthened  their  currencies.  The  hardest  chal- 
lenges for  Armenia  and  Georgia  lie  ahead. 

And,  frankly,  just  to  comment,  looking  at  this  political  body, 
when  you  liberalize  the  price  of  bread,  as  the  Armenians  have 
done,  it  causes  havoc  in  the  political  arena,  but  that's  what  they've 
gone  ahead  to  do.  The  price  of  bread  has  now  gone  up  elevenfold, 
but  it's  taking  hold  in  terms  of  the  economy,  the  social  structure, 
and  the  political  structure. 

Accomplishing  our  mission  will  require  clarity  of  vision  and 
focus.  I  took  this  job  recognizing  its  management  challenges.  I 
knew  that  we  could  not  do  everything.  Not  every  program  has  gone 
as  well  as  we  would  have  liked,  but  I  also  believe  that  we  have 
made  real  progress.  I  can  assure  this  committee  of  the  following: 

Taxpayer  dollars  are  targeted  on  reform  and  reformers. 
Nonperforming  programs  are  being  terminated  or  phased  out  with 
funds  shifted  to  higher  payoff  activities.  We  have  redesigned  pro- 
grams in  key  fields  such  as  the  rule  of  law  and  small  business  de- 
velopment to  produce  better  results.  More  Americans  than  ever  be- 
fore from  more  firms  and  voluntary  groups  throughout  this  coun- 
try, not  just  in  the  Washington,  D.C.  area,  are  participating  in  this 
historic  venture.  USAID  is  working  shoulder-to-shoulder  with  other 
U.S.  agencies  to  achieve  U.S.  foreign  policy  objectives. 

Mr.  Chairman,  the  administration's  request  for  $788  million  in 
Fiscal  Year  1996  focuses  on  several  precepts:  first,  building  grass- 
roots momentum  that  will  support  reform  and  make  it  sustainable. 
Second,  moving  on  to  critical  next  steps  on  structural  reform  in 
such  areas  as  capital  markets,  tax  reform,  and  commercial  law. 
Third,  insuring  that  adequate  funds  are  available  to  reinforce  re- 
form in  the  second  NIS  wave  of  countries.  Fourth,  striving  to  in- 
sure that  the  post-communist  transitions  are  irreversible. 

The  challenge  before  all  of  us  is  at  times  daunting,  but  there  can 
be  no  doubt  that  the  consequences  of  inaction  are  intolerable.  We 
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must  take  action  in  the  New  Independent  States  area  because  of 
U.S.  national  interests.  The  NIS  program  preserves  U.S.  security, 
promotes  our  economic  and  commercial  interests,  and  maintains  for 
America  its  leadership  role  in  helping  to  shape  world  affairs. 

Mr.  Chairman,  I  thank  you  for  this  opportunity  and  welcome 
your  discussions  and  the  reflections  of  your  subcommittee  col- 
leagues. 

[The  information  follows:] 
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Statement  of  Thomas  A.  Dine 

Assistant  Administrator  for  Europe  and  the  New  Independent  States 

United  States  Agency  for  International  Development 

Committee  on  Appropriations 

Subcommittee  on  Foreign  Operations 

United  States  House  of  Representatives 

One-hundred- fourth  Congress,  First  Session 

March  9,  1995 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased 
to  have  this  opportunity  to  discuss  with  you  our  three-year-old 
assistance  programs  in  the  New  Independent  States  of  the  former 
Soviet  Union  (NIS) . 

The  majority  in  Congress  has  changed  since  I  last 
appeared  before  this  Committee,  but  U.S.  national  interests  have 
not  changed.  Support  for  market  economics  and  participatory 
democracies  in  the  new  countries  of  the  former  Soviet  Union 
continues  to  be  strongly  in  the  U.S.  national  interest. 

It  is  in  the  U.S.  security  interest  that  market -oriented 
democracies  have  a  chance  to  develop  in  Russia,  Ukraine, 
Kazakhstan,  Armenia,  and  the  other  NIS  countries  --  and  that 
lasting  changes  take  root  there.  A  peaceful  transition  to 
sustainable  prosperity  in  the  region  dramatically  reduces  U.S. 
defense  requirements  and,  ultimately,  will  create  important  new 
markets  for  U.S.  trade  and  opportunities  for  overseas  investment. 

Robert  McNamara  once  called  foreign  assistance  a  form  of 
"insurance  policy."  He  had  a  point.  Foreign  assistance  is  a 
unique  and  sophisticated  instrument  of  foreign  policy;  in  a  sense, 
it  is  indeed  a  hedge  against  the  vicissitudes  of  history.  To  use 
a  different  metaphor,  I  think  of  foreign  assistance  as  an  aspect  of 
"preventive  diplomacy."  It  is  a  prudent  method  of  advancing  our 
country's  vital  interests  proactively,  through  international 
engagement  and  partnership,  rather  than  reactively,  through  costly 
competition  and  conflict.  USAID's  efforts  save  resources  by 
striving  to  avert  crises  rather  than  intervening  after  the  fact. 

Everybody  knows  that  external  forces  cannot  by  themselves 
transform  Russia,  Ukraine,  or  the  other  NIS  countries.  The 
commitment  and  wherewithal  for  societal  transformation  must  come 
from  within  those  countries.  But  foreign  assistance,  where  USAID 
has  played  a  unique  and  leading  role,  has  been  --  and  will  continue 
to  be  --  a  crucial  tool  to  influence  the  course  of  change  in  the 
former  Soviet  Union. 

USAID  programs  are  having  an  important  impact  precisely 
because  our  assistance  strategy  focuses  on  the  fundamental 
structural  reforms  --  in  both  political  and  economic  spheres  -- 
that  make  systemic  transformation  possible  and  sustainable  in  the 
NIS  countries. 
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The  impact  of  USAID  assistance  in  the  NIS  region  can  be 
seen  in  both  the  vector  (the  content  and  direction)  and  the  speed 
of  change.  By  focusing  on  systemic  reforms,  USAID  programs  have 
helped  shape  the  content  and  character  of  these  "new  independent 
states"  --  namely,  in  the  direction  of  modern  pluralist  polities 
and  commercially -driven  economies  that  can  be  gradually  integrated 
into  the  global  community  of  free  nations.  By  targeting  reformers 
in  reforming  countries,  USAID  programs  have  also  helped  to  bolster 
the  constituencies  for  change  and  accelerate  the  transition 
process . 

I  can  report  that  reform  is  alive  across  most  of  the 
former  Soviet  Union.  Over  the  next  three  years,  we  will  seek  to 
consolidate  and  deepen  the  gains  already  achieved  throughout  the 
"first  wave"  of  reforming  countries,  primarily  in  Russia.  We  will, 
furthermore,  focus  on  new  opportunities  for  active  engagement  with 
an  emerging  group  of  reformers,  led  by  Ukraine,  Armenia,  Georgia, 
and  potentially  Belarus. 

I.   Building  an  Environment  for  Prosperity:  Systemic  Reform 

Stated  most  directly,  our  goal  is  to  help  create  an 
environment  for  prosperity  in  Russia,  Ukraine,  Armenia,  and  the 
other  NIS  countries.  By  this,  I  mean  collectively  the  institutions 
and  structures,  the  patterns  and  habits,  which  make  up  the 
necessary  preconditions  for  free  enterprise,  competition,  and  open 
participation  in  private  markets  and  democratic  political  systems. 

Designing  a  favorable  institutional  environment  --  that 
is,  establishing  good  laws,  efficient  economic  structures, 
responsible  regulatory  mechanisms,  and  a  fair  balance  between 
private  and  public  spheres  -  -  is  a  prerequisite  for  prosperity. 
Only  in  such  an  enabling  environment  can  a  nation  thrive  and  become 
a  fully  integrated  member  of  the  world  community. 

To  get  there,  the  Soviet  successor  states  require 
systemic  transformation,  which  is,  by  definition,  revolutionary  yet 
long-term.  Such  transformation  involves  many  interlocking  and 
interdependent  changes  of  profound  social  significance: 

•  from  the  so-called  "dictatorship  of  the  proletariat" 
where  the  individual  serves  the  state  to  real  democracy 
where  government  serves  the  people; 

•  from  a  command  economy  planned  by  commissars  to  an 
open  market  energized  by  private  entrepreneurship; 

•  from  a  system  in  which  law  is  a  tool  of  one -party 
power  and  social  control  to  a  system  in  which  the  rule  of 
law  reflects  a  pluralistic  and  fair  social  compact; 
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•  from  a  closed  society  where  knowledge  is  secret  to  an 
open  society  where  information  flows  freely; 

•  from  an  economy  dominated  by  military  production  to  an 
economy  serving  the  needs  of  citizens  and  the  wants  of 
consumers . 

It  is  important  to  stress  that  true  systemic  reform, 
while  "macro"  in  its  significance,  is  organic  and  comprises  a 
myriad  of  "micro"  changes  at  the  local  level.  Individual  actors  -- 
citizens,  workers,  managers,  companies,  and  social  groups  alike  -- 
must  begin  to  think  and  act  differently.  Thus,  USAID's  strategy  is 
to  focus  U.S.  technical  expertise  where  it  can  reinforce  systemic 
changes,  both  "from  above"  and  "from  below"  --  that  is,  from  the 
grassroots . 

This  strategy  is  efficient  and  cost-effective.  First,  it 
uses  America's  comparative  advantage  in  technical  know-how  -- 
tapped  from  our  own  public,  private,  and  NGO  spheres  --  and  applies 
that  expertise  in  the  pursuit  of  U.S.  foreign  policy  objectives. 
Second,  U.S.  technical  leadership  has  leveraged  hundreds  of 
millions  of  dollars  in  support  from  other  donors  who  have 
eventually  followed  our  lead  at  critical  junctures  of  reform. 
Third,  it  is  clear  that  only  massive  structural  changes  will 
establish  political  and  economic  environments  likely  to  attract  to 
the  NIS  countries  the  substantial  investment  and  foreign  trade 
needed  to  accomplish  complete  transformation  in  the  long  run. 

Focusing  on  systemic  change  is,  therefore,  akin  to 
cultivating  farm  land  for  long-term  use  rather  than  just  trying  to 
reap  a  single  harvest.  It  is  the  nature  of  market  democracies  to 
evolve  into  self-sustaining  systems,  but  they  must  first  be  well 
designed  and  adequately  nurtured.  Political  systems  must  be 
developed  with  the  basic  instruments  for  public  voice,  and  with 
checks  and  balances  within  and  outside  government.  The  forces  of 
reform  must  be  engaged  both  at  the  national  level  and  at  the 
grassroots  level.  These  are  the  prime  tasks  on  which  USAID  is 
concentrating  in  the  NIS  countries.  The  payoff  from  our 
investment  in  "preventive  diplomacy"  will  be  exponential,  both  in 
dollar  returns  and  in  enhanced  national  security. 

II.  Examples  of  Systemic  Reform  and  USAID  Impact 

Systemic  reform  means  changes  that  go  to  the  root  of 
social  arrangements:  a  new  way  of  doing  business,  a  new  kind  of 
state,  a  new  social  contract.  In  the  case  of  the  NIS  countries, 
these  reforms  must  reverse  over  70  years  of  Communist  folly  under 
the  guise  of  "social  experimentation."  They  also  represent  a 
historic  departure  from,  literally,  centuries  of  non-Western 
development. 
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A  few  examples  will  illustrate  in  concrete  terms  what  I 
mean  by  systemic  change  as  well  as  the  substantial  impact  which 
USAID  technical  assistance  programs  are  having  on  the  vectors  of 
reform  across  the  former  Soviet  Union  --  at  national,  regional  and 
grassroots  levels. 

These  examples  will  also  illustrate  that  reform  is  not  a 
one-time,  discrete  event.  Each  step  of  progress  reveals  areas  for 
more  work.  Each  victory  inevitably  leads  to  new  challenges.  And, 
at  times,  some  of  the  harshest  new  problems  may  appear  precisely 
in  areas  where  we  have  made  important  progress . 

(a)   Democracy  and  the  Rule  of  Law 

(1)  Free  and  independent  media  are  the  lifeblood  of 
democracy.  But  just  a  few  years  ago,  Soviet  dictatorship  was  based 
on  state  control  of  information  and  the  use  of  the  media  for  one- 
party  propaganda  and  agitation.  As  a  dark  political  joke  used  to 
say,  in  the  USSR,  freedom  of  speech  was  easier  to  guarantee  than 
freedom  after  speech. 

If  reports  of  the  recent  disturbing  events  in  Chechnya 
have  had  any  redeeming  feature,  it  is  to  remind  us  how  far  from 
that  past  Russia  has  already  come.  Throughout  the  upheaval,  the 
media  have  accurately  reported  and  vigorously  exposed  the  conduct 
of  the  military  operation  and  the  human  suffering  in  Chechnya.  In 
Russia,  the  government  is  no  longer  immune  to  public  scrutiny  and 
censure.  Thanks  to  the  courage  of  correspondents  and 
photographers,  Russian  citizens  today  are  informed  of  the  good  and 
the  bad  in  their  country.  As  we  know  from  our  own  experience, 
there  may  be  no  better  check  on  government  power  than  a  well 
informed  public. 

We  Americans  can  take  pride  in  the  fact  that  our  tax 
dollars  have  made  a  contribution  to  this  transformation.  USAID 's 
programs,  along  with  those  of  our  colleagues  at  USIA,  have 
supported  the  independent  media.  Under  USAID  funding,  small 
television  studios  in  provincial  cities  have  been  linked  into  a 
growing  network  of  producers  and  broadcasters,  sharing  programs, 
spreading  know-how,  and  bringing  uncensored  news  to  their  viewers. 
These  outlets  were  important  links  in  the  growing  chain  of  free 
media  that  are  giving  Russians  the  information  they  need  to  make 
democracy  work. 

(2)  Only  three  years  ago,  elections  in  the  Soviet  Union 
were  false  exercises,  devoid  of  democratic  significance.  Typically 
there  was  95%  voter  turnout,  a  95%  margin  of  victory  for  the 
Communist  candidate,  and  it  was  a  100%  farce.  Today,  while  turnout 
may  have  decreased,  the  quality  of  elections  has  changed 
dramatically:  they  are  democratic.  In  former  Soviet  Union,  this 
elementary  change  is  a  revolutionary  development. 
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Throughout  the  NIS  region,  elections  --  for  parliaments, 
for  presidents,  for  local  governments  -  -  as  a  rule  have  been  deemed 
"free  and  fair"  by  neutral  domestic  and  international  observers. 
Governments  have  respected  the  ballot  box  and  changed  peacefully. 
Winners,  like  Ukraine's  President  Kuchma  and  Belarussian  President 
Lukashenka,  have  found  points  of  compromise  with  their  former 
opponents,  and  those  opponents  are  loyal  to  the  electoral  system 
and  remain  within  it. 

Here  too,  U.S.  assistance  has  made  important 
contributions.  Electoral  commissions  in  NIS  countries  requesting 
help  in  drafting  new  electoral  laws  that  reflect  a  multi-party 
system  have  been  assisted  through  USAID- funded  legal  expertise. 
And  non-partisan  groups  that  wish  to  perform  the  civic  duty  of 
poll-watching  --  to  be  the  guarantors  of  fairness  for  their  fellow 
citizens  --  find  USAID  grantees  ready  and  able  to  help  them  learn 
how. 

A  corollary  of  the  principle  of  accountability  in 
government,  embodied  in  free  elections,  is  the  idea  of  "civil 
society, "  embodied  in  the  development  of  nongovernmental  advocacy 
organizations  as  tools  of  public  voice.  USAID  is  helping  develop 
NGOs  in  the  NIS  countries  by  establishing  a  clear  legal  basis  for 
their  operation  as  well  as  through  technical  training. 

Another  area  in  which  USAID  programs  support  deeper 
democratic  reform  is  regional  and  local  self-government,  which  is 
a  common  feature  of  new  constitutions  such  as  those  of  the  Russian 
Federation  and  Belarus. 

(3)  The  provinces  of  the  old  Russian  Empire  had  forms  of 
jury  trials  dating  back  to  the  mid- 19th  century.  However,  after 
the  1917  Bolshevik  Revolution,  the  jury  system  was  abolished. 
During  the  Soviet  period,  criminal  trials  were  reduced  to  tools  for 
social  control  by  the  government. 

In  the  past  two  years,  Russia  and  some  other  NIS 
countries  have  embarked  on  the  wholesale  transformation  of  their 
justice  systems  into  one  based  on  the  rule  of  law.  Among  other 
developments,  a  limited  right  to  a  jury  trial  is  now  guaranteed  in 
the  Russian  Constitution.  Accordingly,  the  Russian  legislature 
passed  new  laws  to  reinstitute  criminal  jury  trials  and  to  reform 
the  substantive  and  procedural  criminal  codes.  Recently,  the 
legislature  of  Belarus  also  passed  a  criminal  jury  initiative. 

USAID  has  provided  substantial  technical  assistance  in 
the  reintroduction  of  jury  trials,  including  multimedia  training 
for  judges,  prosecutors,  defense  lawyers,  and  jurors.  USAID- 
sponsored  legal  experts  helped  the  Russians  produce  and  publish  a 
standardized  "benchbook"  on  jury  trials  for  judges. 

The  results  have  been  dramatic  in  Russia,  where  over  120 
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jury  trials  have  been  held  in  nine  regions.  Russian  judges  now 
scrutinize  the  state's  evidence  for  its  admissibility  before 
juries.  Russian  juries  dare  to  stand  up  to  the  power  of  once- 
omnipotent  prosecutors,  to  make  their  own  independent  decisions, 
and  to  acquit  defendants  against  whom  the  state  has  failed  to 
present  sufficient  evidence. 

Legal  systems  are  organic.  Change  in  one  part  of  the 
system  affects  the  whole.  The  jury  reform  is  having  an  impact  on 
the  entire  Russian  legal  establishment,  as  new  norms  of  justice  are 
developing  and  as  legal  professionals  begin  to  see  their  roles 
fundamentally  transformed.  But  progress  in  criminal  jury  trials 
also  serves  to  highlight  the  deficiencies  in  other  areas  of  the 
legal  system  and  points  to  new  challenges.  The  principles  of  due 
process,  fairness  and  transparency  embodied  in  public,  adversarial 
jury  trials  need  to  be  applied  to  all  other  areas  of  law  --  from 
commercial  cases  to  family  law  cases. 

These  are  only  three  examples  of  how  USAID- funded 
programs  have  made  a  significant  impact  on  the  systemic  evolution 
from  authoritarianism  to  democracy.  Let  me  share  some  examples  of 
USAID -supported  structural  change  on  the  economic  front. 

(b)   Privatization  and  Economic  Restructuring 

(1)  Today,  a  quiet  microeconomic  revolution  is  afoot  in 
the  NIS  region.  As  a  result  of  USAID-assisted  mass  voucher 
privatization  in  Russia,  about  80,000  small  retail,  manufacturing 
and  service  enterprises  and  20,000  medium  and  large  industrial 
enterprises  are  in  private  hands.  Nearly  70  percent  of  the  state- 
owned  economy  has  been  privatized.  Once  privatized,  enterprises 
are  indeed  restructuring  to  become  more  efficient  in  response  to 
market  forces.  Product  lines  are  changing,  new  markets  are 
developing,  and  employee  rolls  are  being  cut. 

Forty  million  citizens  own  shares  in  privatized  firms  and 
have  a  personal  stake  in  the  reform  process.  Over  forty  percent  of 
the  industrial  labor  force  now  works  in  the  private  sector. 
Twenty- five  percent  of  Russian  households  now  own  their  homes. 

Starting  from  a  base  of  virtually  100  percent  government 
employment,  ownership  and  control,  these  changes  in  the  space  of 
three  years  are  remarkable.  Change  is  visible  in  people's  lives. 
Shops  are  stocked  with  goods,  private  entrepreneurs  set  up  small 
businesses  everywhere,  choice  and  opportunity  have  expanded. 
Consumption  is  beginning  to  rise.  The  vocabulary  of  economic 
debate  has  been  altered  in  favor  of  free  markets.  The  face  and 
character  of  the  Russian  economy  are  being  transformed.  With  USAID 
assistance,  Ukraine  is  about  to  embark  in  the  same  direction. 

Mass  ownership  of  stock  is  only  the  first  step  toward  a 
market  economy  and  raises  a  myriad  of  further  issues  about 
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mechanisms  of  transfer  and  regulation  of  securities  markets. 
Consequently,  USAID- funded  experts  are  working  with  Russian 
counterparts  to  develop  a  responsible,  independent  Securities 
Exchange  Commission  as  well  as  other  legal  and  regulatory  reforms 
that  will  serve  to  integrate  the  newly  privatized  properties  into 
a  fully  functioning  market  economy. 

(2)  Restructuring.  Privatization  involves  much  more 
than  transfer  of  ownership.  It  also  entails  a  profound 
transformation  of  attitudes,  roles,  and  the  behavior  of  individuals 
and  organizations.  Such  a  sea  change  in  how  business  is  done  in 
the  reforming  NIS  countries  will  not  happen  overnight,  but  there 
are  already  some  encouraging  signs  that  this  economic  empowerment 
of  individuals  is  well  on  its  way. 

The  Vladimir  Tractor  Factory  in  Russia  offers  a  good 
example  of  these  changes.  Shortly  after  the  tractor  plant  was 
privatized,  the  stockholders  got  together  to  vote  on  a  new  CEO. 
Many  of  the  stockholders  are  workers  in  the  factory.  The  two 
contenders  for  the  post  posed  a  stark  contrast:  an  old  manager  from 
the  Soviet  system,  and  a  young  deputy  who  had  received  an  MBA  in 
the  U.S.  The  young  deputy  told  the  shareholders  and  workers  the 
truth  about  the  condition  of  the  plant  and  the  cost -cutting 
measures  that  had  to  be  taken  to  make  the  company  profitable.  The 
old  manager  promised  guaranteed  jobs  and  wages  --  and  won.  Less 
than  a  year  later,  when  it  became  ever  more  clear  that  the  old 
Soviet  thinking  could  not  work,  a  new  election  was  held.  This 
time,  the  reform- oriented  candidate  was  elected  to  be  CEO,  and  now 
the  factory  is  on  the  difficult  road  to  recovery. 

Stories  like  the  Vladimir  Tractor  Factory  illustrate  the 
difficulty  of  progress  even  after  the  success  of  mass 
privatization.  Sound  practices  of  corporate  governance  and  the 
spread  of  managerial  know-how  are  the  keys  --  the  next  steps  --to 
sustainable  restructuring  an  the  enterprise  level  in  Russia, 
Kazakhstan,  Ukraine  and  the  other  countries  in  transition. 

(3)  The  new  way  of  doing  business  in  the  NIS  countries 
must  also  be  codified  into  law.  Thanks  to  USAID- funded  legal 
assistance,  modern  commercial  laws  are  being  developed,  drafted  and 
passed  into  law,  for  example,  in  Russia  and  Kazakhstan. 

On  January  1,  1995,  Part  I  of  Russia's  new  Civil  Code, 
containing  basic  business  law  provisions  such  as  ownership, 
mortgages,  corporations,  contracts  and  obligations,  went  into 
effect.  The  next  step  in  the  process  is  assistance  with  the 
formulation  of  Part  II,  including  laws  on  speciality  contracts, 
intellectual  property,  inheritance,  and  international  conflict  of 
law.   Tax  reform  is  another  related  imperative. 

But  to  be  meaningful,  commercial  codes  ultimately  require 
reliable  courts  to  enforce  their  provisions.    USAID- sponsored 
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experts  are  working  on  the  development  of  appropriate  judicial 
structures  and  the  training  of  arbitration  judges  in  Russia, 
Kazakhstan,  and  other  NIS  countries. 


Without  the  commitment  and  courage  of  the  peoples  of  the 
NIS  countries,  these  reforms  would  not  occur.  Without  USAID 
assistance,  however,  the  reforms  and  the  reformers  would  lose  the 
benefit  of  our  expert  know-how  and  the  catalyst  of  our  support. 

The  undeniable  glory  of  these  first  steps,  and  their 
stark  contrast  to  what  came  before,  should  not  blind  us  to  the 
distance  that  there  is  still  to  go.  USAID  is  prepared  to  be  a 
partner  in  the  critical  next  steps  of  reform. 

The  unequivocal  lesson  from  the  NIS  countries  is  that 
there  is  absolutely  no  substitute  for  leadership  commitment  to 
systemic  reform.  The  road  to  post -Communist  prosperity  leads 
through  sustainable  systemic  reform.  The  NIS  countries  that  have 
postponed  reform  --or  settled  for  piecemeal  measures  --  have,  as 
a  consequence,  prolonged  their  own  stagnation.  But  the  countries 
that  have  embraced  fundamental  change,  despite  all  the  concomitant 
discomforts  and  dislocations,  now  find  themselves  squarely  on  the 
road  to  far  better  futures. 

III.   The  New  Reformers:  Ukraine,  Armenia,  Georgia,  Belarus. 

A  new  wave  of  NIS  countries  --  Ukraine,  Armenia,  Georgia, 
and  potentially  Belarus  -  -  has  launched  comprehensive  economic  and 
political  reform  programs  in  cooperation  with  the  World  Bank  and 
IMF.  Having  stalled  their  reforms  for  more  than  two  years  since 
independence,  these  "second-wave"  countries  are  generally  weaker 
than  the  initial  reformers  --  Russia,  Moldova,  Kyrgyzstan,  and 
Kazakhstan. 

Politically,  their  extended  wavering  on  reform,  combined 
with  inflation  and  economic  decay,  has  not  only  cost  time  but  has 
eroded  public  tolerance  for  economic  austerity.  Nevertheless,  1995 
will  be  the  decisive  year  for  these  countries.  This  year 
represents  a  critical  opportunity  for  US  assistance  to  support  the 
new  reformers. 

Ukraine.  No  country  better  illustrates  the  possibilities 
created  by  reform.  We  have  accomplished  more  --  and  spent  more  -- 
in  Ukraine  in  the  past  three  months  than  in  the  previous  two  years. 
After  delays  on  mass  privatization,  fifty  million  privatization 
certificates  are  being  distributed  to  the  citizens  of  Ukraine. 
Images  of  two  cargo  planes  carrying  U.S . -financed  privatization 
certificates  dominated  nightly  news  broadcasts.  Ukrainian 
television  viewers  could  see  American  assistance  turning  the 
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abstract  idea  of  privatization  into  an  economic  reality  that  will 
benefit  the  entire  country.  Bid  centers  where  people  can  buy 
enterprise  shares  are  opening  on  a  tight  schedule.  Recent  measures 
to  liberalize  the  economy  and  let  the  market  work  are  making  it 
possible  for  small  businesses  to  thrive. 

These  positive  changes  affect  people,  not  just  economic 
statistics.  Restructuring  means  there  will  be  economic  pain.  But 
Ukraine's  commitment  to  reform  allows  us  to  work  on  programs  that 
will  help  the  poor  and  aged  endure  the  stress  of  transition.  We 
are  about  to  launch  with  the  Ukrainians  an  innovative  new  program 
that  will  help  pensioners  capture  part  of  their  savings,  lost  to 
inflation,  through  supplementary  privatization  certificates.  Once 
these  pensioners  see  their  personal  future  linked  to  the  success  of 
the  marketplace,  they  too  will  become  a  voice  for  reform.  In  the 
housing  area,  USAID  is  helping  the  government  devise  a  targeted 
subsidy  program.  It  will  alleviate  the  budget  gap  by  making  those 
who  can  pay  the  real  cost  of  rent.  It  will  redirect  government 
subsidies  to  those  who  can't  pay.  This  is  capitalist  reform  with 
a  human  face. 

Critical  arteries  of  the  Ukrainian  economy  are  also 
becoming  unblocked.  Our  recent  $72  million  energy  sector  grant 
kept  power  going  to  homes  during  the  harsh  winter  months.  It  also 
led  to  concrete  actions  that  will  stimulate  competition  and 
rational  pricing  in  the  energy  sector,  conditions  essential  to  both 
investment  and  efficiency.  Agricultural  land  privatization  remains 
a  sensitive  issue,  but  we  have  helped  President  Kuchma  design  a 
trilateral  Land  Commission  that  includes  the  parliament.  If 
implemented,  it  could  unlock  the  vast  potential  of  the  agricultural 
sector. 

Not  so  long  ago  U.S.  agribusiness  companies  from  every 
part  of  the  Mid-West  exported  critical  inputs  to  Ukraine:  seeds, 
fertilizers,  farm  equipment.  Lack  of  reform  in  Ukraine  shut  down 
the  shipments.  USAID  and  the  U.S.  Export  -  Import  Bank  are  exploring 
the  possibility  of  establishing  a  joint  venture  with  the  private 
sector  that  would  get  these  inputs  back  into  Ukraine.  The 
challenge  is  to  structure  any  program  so  that  Ex-Im  would  guarantee 
a  certain  amount  in  U.S.  agricultural  exports  and  still  adhere  to 
its  legislative  mandate  to  secure  "reasonable  assurance  of 
repayment."  Ideally,  private  U.S.  companies  would  match  that 
amount . 

The  Caucasus.  Both  Armenia  and  Georgia  have  reached  a 
critical  stage  in  their  development.  It  is  time  to  end  dependency 
on  humanitarian  aid  and  create  the  foundations  for  sustainable 
growth.  They  have  made  a  bold  start.  Their  tough  economic  reform 
programs  have  controlled  their  budget  deficits,  clipped  rampant 
inflation,  and  strengthened  their  currencies. 

The  hardest  challenges  are  now  ahead.   The  first  is 
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political  stability.  Neither  country  can  afford  the  costs  of  war. 
Neither  country  can  afford  to  keep  driving  potential  investors  to 
places  that  offer  greater  security.  These  peoples  are  talented 
and  energetic.  They  have  a  history  of  cultural  greatness.  But 
international  markets  offer  too  many  alternatives  to  lure  capital 
into  pockets  of  uncertainty  like  the  Caucasus  today. 

The  second  challenge  is  structural  reform.  Neither 
Armenia  nor  Georgia  is  ready  to  sustain  a  total  shift  from 
humanitarian  to  technical  development  assistance.  Yet  neither  can 
afford  to  delay  moving  the  economy  from  state  control  into  the 
private  sector.  Armenia  has  started  the  process  with  vigor.  Its 
aggressive  privatization  program  is  designed  to  move  most  state 
holdings  to  private  hands  in  1995.  Georgia  needs  to  better  define 
its  privatization  efforts,  but  it  is  proposing  bold  measures  to  cut 
back  the  size  of  government  by  25  percent  in  a  year. 

In  both  countries  I  believe  USAID  has  a  niche  in  the 
financial  and  energy  sectors.  We  are  looking  at  ways  to  make  the 
banking  sector  work.  And  in  the  course  of  it  we  will  try  to 
leverage  EBRD  funds,  such  as  a  potential  $30  million  credit  line 
for  small  and  medium  enterprises  for  Georgia.  Energy  is  also 
critical  to  getting  businesses  up  and  running  again.  We  have 
helped  considerably  with  fuel  and  essential  spare  parts,  but  now 
the  time  has  come  to  put  energy  policies  in  place  that  promote  both 
efficient  use  and  sustainable  energy  supplies. 

Belarus.  The  Belarussians  are  a  conservative  people,  but 
they  take  pride  in  their  ability  to  meet  international  agreements. 
It  is  safe  to  say  that  no  NIS  country  has  moved  more  aggressively 
on  IMF-designed  macroeconomic  stabilization  in  the  past  few  months 
than  Belarus.  Fiscal  and  monetary  policies  are  tight,  and  one  can 
see  their  clear  impact  in  a  growing  private  sector,  active  food 
markets,  and  new  stores  and  shops  that  have  sprung  up  throughout 
Minsk. 

Like  Georgia  and  Armenia,  Belarus  still  needs  to  get  the 
state  out  of  the  economy  to  sustain  its  macro- stabilization.  In 
this  regard,  Belarus  is  cautious.  Small  scale  privatization,  which 
we  have  implemented  with  the  International  Finance  Corporation,  is 
working  well  in  three  cities  and  could  expand.  But  three  cities  do 
not  make  a  private  economy.  Moreover,  skewed  tax  structures  will 
strangle  private  businesses  if  they  are  not  adjusted.  We  will  help 
Belarus  continue  with  small  scale  privatization.  We  can  support 
farmer- to- farmer  exchanges.  We  can  also  help  in  some  key  areas 
that  promote  the  rule  of  law  and  in  which  the  Belarussian 
government  has  made  reform  initiatives.  But  Belarus  needs  to  make 
the  tough  choice  to  push  these  first  steps  through  to  the  level  of 
fundamental  structural  change.  USAID  will  be  prepared  to  respond 
if  they  show  the  commitment. 
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These  western  (Ukraine  and  Belarus)  and  southern  (Armenia 
and  Georgia)  frontline  countries  of  the  former  Soviet  Union  are  of 
paramount  geo-strategic  significance  to  the  U.S.  and  its  allies. 
It  is  highly  instructive  that  Ukraine's  President  Leonid  Kuchma  and 
the  presidents  of  the  other  three  countries  each  emphasized  to  us 
on  our  recent  fact-finding  mission  that  continued  U.S.  support  for 
reform  in  the  Russian  Federation  is  imperative  from  the  standpoint 
of  the  second-wave  countries.  Russia's  neighbors. 

Indeed,  U.S.  foreign  assistance  policy  has  been  based  on 
this  view  so  recently  articulated  by  President  Kuchma  that  support 
for  Russian  reform  is  paramount  precisely  because  the  evolution  of 
reform  in  Russia  has  serious  ramifications  for  the  prospects  for 
change  elsewhere  in  the  NIS  region.  Thus,  in  terms  of  U.S. 
national  interests,  reform  in  the  first -wave  and  second- wave 
countries  is  not  an  "either/or"  dilemma,  but  a  "both/and" 
proposition. 

IV.   USAID/ENI  Management  Reforms 

USAID  is  better  positioned  than  ever  to  promote  U.S. 
national  interests  in  the  NIS  and  around  the  globe.  In  the  last  18 
months,  USAID  has  put  sweeping  reforms  in  place.  The  Agency  has 
announced  the  closing  of  21  missions,  reduced  total  staff  from 
10,600  to  9,400  people,  begun  to  reduce  project  design  to 
implementation  time  from  27  to  6  months,  started  to  fully  integrate 
state-of-the-art  financial  management  systems,  completed  an  agency- 
wide  rightsizing  effort,  and  dramatically  opened  up  its  procurement 
process.  USAID  is  proud  to  be  one  of  the  lead  agencies  in  Vice 
President  Gore's  National  Performance  Review. 

To  put  the  point  bluntly,  we  will  not  waste  U.S.  taxpayer 
dollars  to  provide  technical  assistance  where  reformers  do  not,  or 
cannot,  flourish. 

I  took  this  job  recognizing  its  management  challenges  and 
the  inherent  frustration  of  being  held  accountable  for  reform  in 
the  NIS  with  resource  levels  that  amount  to  a  tiny  fraction  of  the 
economies  in  the  region.  I  knew  that  we  could  not  do  everything. 
I  came  firmly  committed  to  doing  fewer  things  with  greater  impact. 
I  realize  that  we  will  not  meet  everyone's  expectations.  But  I 
also  believe  that  we  have  made  progress  to  create  a  more  focused 
program  that  is  producing  results  and  will  build  on  the  lessons  of 
experience. 

Not  every  program  has  gone  as  well  as  we  would  have 
liked.  The  situation  on  the  ground  in  the  NIS  countries  changes 
rapidly  and,  consequently,  developing  grassroots  organizations, 
nurturing  small  businesses  and  promoting  the  rule  of  law  are  a 
tough  challenge.   This  is  especially  true  in  countries  where  the 
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U.S.  had  no  presence  prior  to  1992.  We  are  learning  from 
experience  and  accordingly  adjusting  our  programs,  contracts  and 
grants  on  a  regular  basis. 

I  can  assure  you  of  the  following: 

•  Taxpayer  dollars  get  focused  on  reform  and  reformers, 
with  budgets  radically  scaled  back  where  they  will  not 
produce  results. 

•  Non- performing  programs  are  being  terminated  or  phased 
out,  with  fund  shifted  to  higher  pay-off  activities. 

•  We  have  re -worked  programs  in  key  fields  such  as  the 
rule  of  law  and  small  business  development  to  get  better 
results. 

•  More  Americans  from  more  firms  and  private  and 
voluntary  groups  throughout  the  country  --  not  just  the 
beltway  --  are  participating  in  this  historic  venture 
than  ever  before. 

•  USAID  is  working  hand- in-hand  with  other  U.S.  agencies 
as  part  of  a  team  to  achieve  U.S.  foreign  policy 
objectives . 

Let  me  address  these  points  in  greater  detail.  First,  we 
radically  contracted  assistance  to  non- reforming  countries.  We 
have  cut  our  programs  to  Turkmenistan,  Tajikistan,  and  Azerbaijan 
to  under  $10  million.  We  have  also  fully  complied  with  Section  907 
prohibitions  on  assistance  to  the  government  of  Azerbaijan.  We 
have  kept  assistance  to  Uzbekistan  at  a  little  over  $10  million, 
and  are  watching  closely  its  recent  reform  efforts,  as  well  as  its 
performance  on  human  rights,  before  expanding  our  programs.  We 
have  also  kept  the  Belarus  program  at  under  $10  million  and  focused 
on  grassroots  activities,  although  careful  expansion  may  now  be 
justified  in  light  of  recent  reforms. 

Second,  I  have  demanded  that  we  bring  to  closure  non- 
performing  programs.  I  have  made  my  senior  managers  accountable 
for  cutting  activities  that  do  not  meet  the  objectives  for  systemic 
change  that  I  have  described  here  today.  This  process  of  vetting 
and  refining  is  not  a  one-time  change.  But  let  me  highlight  some 
areas  where  we  have  made  strides: 

•  General  public  education  on  the  market  economy  in 
Russia  did  not  show  results  in  the  mid- term  evaluation 
and  the  contract  was  terminated. 

•  Officer  resettlement  program:  We  canceled  two 
contracts  in  this  sensitive  area.  One  contract  was 
canceled  because  the  host  city  did  not  comply  with 
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contract  terms;  the  other,  because  the  contractor  did  not 
comply. 

•  Grain  storage:  A  program  thought  to  be  urgent  need  in 
the  early  days  of  U.S.  assistance  proved  less  urgent  and 
the  rush  to  start-up  produced  poor  results.  After  review 
by  USAID's  Inspector  General,  we  terminated  the  program. 

•  De- monopolization  activities  in  Uzbekistan  and 
Ukraine:  Such  programs  will  ultimately  be  critical  to 
creating  free -market  competition;  however,  local 
counterparts  did  not  cooperate.  Consequently,  the 
activities  were  cut  and  reprogrammed. 

•  Water  purification:  Projects  such  as  water 
purification,  which  are  "good  things"  in  principle  but  do 
not  represent  systemic  change,  have  been  cut. 

•  Public  Education  in  Kazakhstan:  Such  projects  are 
needed,  but  not  of  highest  priority  in  the  context  of 
limited  assistance  resources.  These  activities  were 
reprogrammed  to  commercial  and  regulatory  reform. 

Third,  we  are  striving  to  make  our  ongoing  and  new 
programs  sharper  and  better  directed  so  that  they  achieve  results 
faster. 

•  Rule  of  Law  programs  in  Ukraine  and  Russia  have  been 
adjusted  and  focused  to  work  much  more  closely  with 
reformers  and  produce  results  sooner. 

•  Small  business  development  in  Russia,  Armenia  and 
Georgia  has  proved  slow,  and  we  have  made  adjustments  in 
contracts  to  focus  on  fewer  cities,  with  greater  emphasis 
on  credit  and  banking  reform. 

•  Land  reform  in  Russia  and  Ukraine  has  been  slow  and 
painful  for  the  countries  to  undertake.  While  we 
initially  had  expected  to  use  private  U.S.  models  in 
Russia  and  national  land  reform  legislation  in  Ukraine, 
neither  program  advanced  until  we  changed  direction.  In 
Russia,  we  refocused  on  urban  land  reform  and  on  many 
models  of  farm  privatization.  In  Ukraine,  we  shifted 
from  the  national  level  to  local  private  programs  which 
are  now  feeding  their  experience  up  to  the  central 
government,  resulting  in  draft  presidential  decrees  that 
may  mobilize  national  support  for  broader  local  efforts. 

Fourth,  I  must  stress  that  I  have  done  everything  I  can 
to  take  this  program  "beyond  the  beltway"  and  into  America. 

•  For  example,  as  part  of  the  "reinventing  government" 
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efforts  Administrator  J.  Brian  Atwood  has  undertaken  at 
USAID,  a  recent  major  competition  for  privatization 
contracts  achieved  broad  outreach  through  internet, 
nation-wide  newspaper  ads,  and  bid  conferences.  The 
awards  are  just  now  being  made,  but  we  will  see  a 
significant  number  of  firms  doing  business  with  USAID  for 
the  first  time,  including  a  substantial  number  of  small 
and  minority- owned  businesses. 

•  Let  me  cite  data  for  the  region  I  supervise  as  a  whole 
through  December  1994,  excluding  the  new  contract  awards 
I  just  mentioned.  Over  52  percent  of  the  total  number  of 
all  contracts,  grants,  and  subcontracts  have  been  let  to 
firms  outside  the  Washington  metropolitan  area;  10 
percent  are  with  other  U.S.  Government  agencies;  and  less 
than  38  percent  are  with  "beltway"  firms.  These 
proportions  represent  progress.  But  we  will  do  better. 
Now  I  need  your  help  to  get  the  word  out  that  the 
"Beltway  Syndrome"  at  USAID  has  been  cracked. 

Finally,  I  want  to  stress  that  USAID  is  fully  engaged  as 
an  active  partner  in  U.S.  foreign  policy  efforts  with  respect  to 
the  NIS  region. 

I  have  taken  every  possible  measure  to  simplify  USAID' s 
relations  with  other  agencies  and  to  promote  a  common  approach  to 
U.S.  policy  objectives.  We  changed  the  way  in  which  we  make 
interagency  agreements  to  make  them  faster  and  eliminate  USAID 
oversight  that  others  are  better  suited  to  perform.  I  personally 
have  met  with  every  USG  agency  involved  in  assistance  to  the  NIS 
countries.  Particularly  under  the  auspices  of  the  Gore- 
Chernomyrdin  Commission,  we  have  shown  how  the  USG  can  pull 
together  to  present  a  united  front  on  business,  energy, 
environment,  space  and  other  issues  in  our  national  interest.  Do 
we  have  internal  debate?  Of  course.  Good  policies  could  not 
emerge  without  it.  But  when  decisions  are  made,  we  pull  in  the 
same  direction  to  implement  them. 

In  FY  1994,  USAID  transferred  almost  $365  million  to 
other  USG  agencies  --  about  20  percent  of  USAID 's  total  budget  for 
the  NIS  region.  This  year  we  will  transfer  on  the  order  of  another 
$275  million.  We  will  do  it  promptly,  but  we  will  also  look  at  the 
cash  flow  of  the  recipient  agencies  to  ensure  that  they  can  readily 
use  the  requested  amounts.  I  know  that  this  Congress  appreciates 
this  kind  of  prudence. 

V.   Future  Directions:   The  FY  1996  Budget  Request 

The  FY  1996  budget  request  is  designed  to  advance  our 
assistance  efforts  to  the  next  logical  steps  in  the  reform  process 
in  the  NIS  countries.   Let  me  summarize  the  key  funding  areas. 
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First,  we  propose  to  finance  a  core  program  geared  to  the 
systemic  changes  which  I  described  earlier  with  $395  million. 
These  programs  include  "next  steps"  to  reinforce  the  momentum  of 
reform,  such  as: 

•  consolidation  of  mass  privatization,  particularly  in 
countries  such  as  Ukraine,  Moldova  and  Kazakhstan 

•  development   of   capital   markets   and   financial 
regulatory  systems 

•  land  privatization  and  development  of  real  estate 
markets 

•  tax  and  banking  reform 

•  democratic  and  participatory  political  processes 

•  judicial  and  legal  reform 

•  technical  help  and  enterprise  funds  for  new  businesses 
and  privatized  enterprises 

•  exchanges  and  broad- reaching   training  programs 
targeted  at  the  foregoing  areas. 

Second,  we  would  create  a  structural  reform  support  fund 
--  $115  million  --  to  boost  the  emerging  NIS  reformers,  such  as 
Ukraine,  Armenia,  Georgia,  and  potentially  Belarus.  These 
countries  need  reinforcement,  beyond  technical  assistance  already 
in  the  core  program,  to  implement  comprehensive  economic 
restructuring . 

Our  objective  is  to  catalyze  sustained  structural  reform 
so  that  these  countries  can  lift  themselves  from  dependency  to 
growth.  Our  tactical  approach  ideally  would  be  to  fund  key 
productive  inputs  such  as  seeds,  farm  equipment  and  fuel  that  can 
generate  rapid,  tangible  returns.  We  will  also  offer  additional 
technical  support  when  it  would  make  a  critical  difference  in 
implementing  a  structural  reform  program. 

Third,  we  propose  to  reserve  $278  million  for  sectoral 
and  grassroots  programs,  which  encourage  microeconomic,  local  actor 
change  from  the  bottom  up.   These  programs  include: 

•  family  planning  and  health 

•  housing  and  municipal  reform 

•  humanitarian  assistance 

•  people-to-people  programs 

•  energy  and  nuclear  safety 

•  anti- crime  and  law  enforcement  efforts 


41 


16 


The  last  point  on  crime  and  law  enforcement  merits 
expansion  here.  The  Soviet  system  has  left  a  dubious  legacy  of 
crime  throughout  the  various  NIS  countries.  As  new  social 
contracts  emerge,  Russia  and  the  other  NIS  countries  must  contend 
with  the  legal  and  institutional  void  that  opened  a  door  to  crime, 
in  particular  organized  crime,  financial  crime,  and  official 
corruption.  The  pervasiveness  of  crime  is  an  obstacle  to 
sustainable  economic  and  political  progress  in  the  NIS  countries. 

Crime  and  corruption  have  several  roots,  some  of  which  we 
can  begin  to  address  with  sharply  targeted  assistance.  We  have  a 
strong  rule  of  law  program  that  is  helping  build  not  only  the 
legislative  base  for  a  Russian  "war"  on  organized  and  white-collar 
crime,  but  also  the  juridical  institutions  to  prosecute  and  punish 
offenders.  Establishment  of  the  rule  of  law  is  the  necessary 
context  for  technical  assistance  relating  to  law  enforcement  that 
is  being  provided  by  other  U.S.  government  agencies,  such  as  the 
FBI,  the  Secret  Service,  the  IRS,  and  the  Department  of  Justice. 

In  addition,  we  will  continue  to  work  to  eliminate  the 
conditions  which  breed  these  kinds  of  crime.  Much  of  the  linkage 
between  organized  crime  and  official  corruption  is  attributable  to 
remnants  of  the  old  command  economy.  Fixed  prices  and  controlled 
access  to  goods  produced  officials  willing  to  sell  that  access  or 
capture  the  difference  between  fixed  and  market  prices.  Today, 
these  opportunities  are  fewer,  but  they  are  still  there 
especially  in  the  natural  resource  sectors.  By  assisting  in  the 
establishment  of  an  open  market  economy,  USAID  contributes  to  the 
elimination  of  these  opportunities. 

USAID  will  also  continue  to  develop  independent  and 
investigative  media  that  will  play  the  same  vital  role  in 
uncovering  and  exposing  official  misconduct  that  they  do  in  other 
free  societies.  Finally,  in  our  support  for  democratic  elections 
at  all  levels  of  government,  we  are  helping  remove  the  de  facto 
immunity  from  prosecution  that  many  local  elites  have  traditionally 
enjoyed. 

Conclusion 

I  do  not  suggest  that  the  transformations  have  been  fully 
accomplished,  or  that  some  setbacks  have  not  occurred,  or  that 
other  disappointments  will  be  avoided  in  the  years  to  come. 

The  transition  from  stagnation  to  prosperity,  from 
isolation  to  normalcy,  is  a  long-term  endeavor.  Most  of  the 
problems  are  vast,  and  many  of  the  changes  will  be  slow.  Indeed, 
the  needed  changes  are  ultimately  psychological  and  cultural  in 
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nature.  The  processes  of  reform  must  flow  both  from  the  top  down 
and  from  the  ground  up,  from  the  national  level  and  from  the 
grassroots . 

New  laws  and  institutions  are  being  introduced,  but  they 
remain  abstractions  until  people's  patterns  of  behavior  --  both 
economic  and  political,  both  public  and  private  --  change 
accordingly.  What  Tocqueville  aptly  called  "habits  of  the  heart" 
must  coalesce  around  the  new  institutions  to  make  them  last. 
Adopting  a  constitution  is  one  thing,  endowing  it  with  living 
meaning  is  another.  Our  fortunate  Republic  has  learned  this  lesson 
from  long  experience  in  the  pursuit  of  "a  more  perfect  union." 

Neither  the  U.S.  alone  nor  all  the  industrialized  powers 
together  have  the  capacity  to  "remake"  Russia  and  the  other  NIS 
countries.  Nor  would  it  be  our  place  to  do  so  if  we  could.  These 
are  not  defeated  or  occupied  countries.  The  challenge  of 
reinvention  belongs  to  the  NIS  peoples  themselves,  because  it  goes 
to  the  heart  of  their  national  identities. 

USAID's  role  is  mandated  by  our  own  national  interests; 
it  is  also  limited  by  both  prudence  and  necessity.  Mindful  of  the 
virtue  of  self-reliance,  and  constrained  by  domestic  resource 
realities,  USAID  focuses  assistance  on  areas  in  which  we  can  make 
the  biggest  difference  to  the  NIS  countries  as  a  partner  for 
change. 

The  strategy  of  targeting  the  structural  reforms  that 
lead  to  the  systemic  transformation  of  Russia,  Ukraine,  Kazakhstan, 
and  the  other  NIS  countries  is  working.  It  is  the  best  investment 
of  our  limited  foreign  assistance  resources. 

I  intend  to  maintain  the  sharp  focus  and  integrity  of 
USAID's  programs  throughout  the  NIS  region.  We  will  strive  to 
ensure  that  the  post -Communist  transitions  of  the  NIS  countries 
will  be  lasting  and  irreversible,  despite  inevitable  detours.  The 
challenge  is  at  times  daunting,  but  there  can  be  no  doubt  that  the 
consequences  of  inaction  would  be  intolerable. 

We  at  USAID  are  strictly  accountable  to  the  American 
people  and  their  representatives  in  Congress  for  the  mission  with 
which  we  are  entrusted.  I  take  seriously  the  responsibility  you 
have  given  me  as  a  steward  for  the  U.S.  taxpayer.  We  are 
accountable  not  only  for  the  U.S.  resources  expended  but  also  for 
the  results  our  assistance  is  reasonably  expected  to  produce.  You 
have  my  pledge  to  continue  to  do  the  utmost  to  meet  this  historic 
challenge. 

Mr.  Chairman  and  Members  of  the  Committee,  thank  you  for 
this  opportunity;  I  look  forward  to  your  questions. 
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PRIORITIZATION 


Mr.  Callahan.  Thank  you,  Mr.  Dine  and  Ambassador  Simons. 

Let  me,  first  of  all,  just  run  something  by  you  to  give  you  more 
of  a  philosophy  than  a  question.  I  don't  think  that  there  should  be 
any  doubt  in  either  of  your  minds  or  anybody's  mind  in  the  admin- 
istration at  any  level  of  Government  that  we're  going  to  have  to  re- 
duce the  overall  appropriation  level  for  foreign  aid.  Is  there  a  ques- 
tion about  that,  that  you  all  don't  know  that  that  is  going  to  be  a 
reality? 

Now  we  can  talk  about  the  merits  of  your  program.  There's  no 
one  on  this  committee  that  disagrees  that  what  we  want  to  do  is 
good.  There's  no  one  that  disagrees  that  encouraging  business  peo- 
ple to  get  involved  over  there  is  good.  We  all  agree  with  what 
you're  saying,  but  the  reality  of  the  situation  at  this  point  is  that 
we're  going  to  cut  every  agency  of  Government,  period. 

Now  do  you  think  or  does  anybody  in  the  State  Department 
think,  that  we're  going  to  go  back  and  tell  the  American  people 
that  we're  going  to  cut  everything  but  foreign  aid?  I  mean,  that's 
ludicrous  to  even  think  that.  So  all  of  you  in  the  State  Department, 
all  of  you  in  the  administration  ought  to  recognize  the  reality  that 
we're  going  to  have  to  cut  something.  The  only  thing  we  can  dis- 
cuss is  how  much  the  cut  is  going  to  be,  period. 

Now  what  you're  saying,  as  best  I  can  ascertain,  is  that  you  want 
us  to  prioritize  the  cuts,  that  you're  interested  in  Russia  and  the 
NIS.  You  know,  Mr.  Brody's  interested  in  the  Ex-Im  Bank.  We 
have  people  interested  in  all  areas  of  the  Government,  but  what 
you're  doing  ought  to  be  indicative  of  the  entire  operations  at  State 
Department. 

You  guys  ought  to  get  together  and  say  that  helping  Russian 
businessmen  is  more  important  than  feeding  children  in  Rwanda, 
if  that's  what  you  think.  You  ought  to  tell  us  what  your  priorities 
are  within  the  scope  of  the  amount  of  monies  that  we're  going  to 
have,  rather  than  come  to  us. 

RUSSIAN  HOUSING  PROGRAM 

You  know  I'm  aggravated  about  the  Russian  housing  program; 
that's  no  secret.  Maybe  I'm  right  and  maybe  I'm  wrong.  That's  not 
the  point.  The  point  is  that  you  are  encouraging  Congress  to  dictate 
foreign  policy  to  you  through  the  Appropriations  Committee. 

So  we  can  talk  about  all  the  good  programs.  We  can  talk  about 
the  progress.  We  can  question  you,  and  that's  our  role.  That's  what 
we're  supposed  to  do.  We  might  question  the  housing  program.  We 
might  agree  with  you  that  spending  two-thirds  of  the  available 
money  for  the  former  Soviet  Union  is  better  being  spent  in  the 
Independent  States.  We  agree  with  that.  But  what  you're  doing  is 
forcing  us,  which  you  ought  not  be  doing,  to  dictate  foreign  policy 
to  you,  and  I  would  encourage  you  to  recognize  that  the  Russian 
program  is  not  going  to  receive  an  increase;  it  is  going  to  receive 
a  substantial  reduction.  You  ought  to  recognize  that  and  come  back 
down  here  with  an  amended  request  saying,  under  the  cir- 
cumstances, even  though  we  think  it  would  be  best  to  pump  more 
and  more  and  more  money  for  these  reasons,  we  recognize  the  fis- 
cal constraints  that  this  committee  has  and  we  recognize  that  the 
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American  people  are  not  going  to  tolerate  it,  no  matter  how  good 
the  programs,  no  matter  how  much  merit  they  have.  They  are  not 
going  to  tolerate  it.  And,  therefore,  under  these  circumstances,  we 
want  to  amend  our  request  and  our  priorities  accordingly.  Some- 
body down  there  has  got  to  recognize  that. 

I  don't  want  to  tell  you  what  to  do.  I'm  going  to  complain  about 
the  housing  program.  I've  been  griping  about  it  since  President 
Clinton  toasted  President  Yeltsin.  Mr.  Obey  and  I  have  had  long, 
long  conversations. 

There  are  some  who  are  concerned  about  Turkey,  some  concerned 
about  Greece,  some  about  Israel,  some  about  Egypt.  We  all  have 
our  pet  concerns,  and  we're  always  going  to  discuss  them.  But  for 
you  all  to  come  and  force  us  in  a  sense  to  dictate  foreign  policy  is 
a  big,  big  mistake  and  you  ought  not  be  doing  it. 

Mr.  Wilson. 

Mr.  Wilson.  I  think  I'll  pass,  Mr.  Chairman. 

Mr.  Callahan.  Okay.  Mr.  Packard. 

RUSSIA 

Mr.  Packard.  Thank  you,  Mr.  Chairman. 

I  appreciate  the  testimony  of  both  of  you  gentlemen. 

Before  I  ask  any  questions,  I'd  like  to  ask  unanimous  consent 
that  we  put  in  the  record  an  article  that  was  written  by  your  own 
staff,  "The  Russian  AID  Mess"  in  the  National  Interest.  I  think  it's 
an  excellent  article.  I'd  like  to  have  that  entered  in  the  record. 

Mr.  Simons.  Where  did  the  article  appear? 

Mr.  Packard.  In  the  National  Interest. 

Mr.  Simons.  Are  you  sure  it's  not  already  in  there? 

Mr.  Callahan.  It's  probably  in  there  about  15  times  already. 
[Laughter.] 

Without  objection,  we're  going  to  put  it  in  there  again. 

[The  information  follows:] 
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NUMBER  38,  WINTER  1994/95 


The  Russian  Aid  Mess 

Charles  Flickner 


THE  WELL-INTENTIONED 
effort  to  use  United  States  tax 
dollars  to  influence  significantly 
the  course  of  events  in  Russia  and  Ukraine 
died  a  quiet  death  over  the  past  few  months. 
Born  in  1991  as  a  $400  million  bipartisan 
congressional  initiative  to  reduce  the  threat 
from  excess  Soviet  weapons  of  mass  destruc- 
tion, by  1993  aid  to  Russia  and  Ukraine  had 
become  a  $3  billion  hobby  shop.  When 
Presidents  Clinton  and  Yeltsin  met  in 
September  1994,  with  few  concrete  results  to 
show  for  the  time  and  money  invested  in  aid, 
the  two  frustrated  leaders  quietly  agreed  to 
focus  on  trade  and  investment.  The  Russians, 
badly  cast  as  supplicants,  were  relieved. 

This  is  not  to  say  that  the  winding  up  of 
grant  aid  programs  will  end  claims  by  the 
former  Soviet  Union  on  the  United  States 
Treasury.  The  disturbing  Russian  and 
Ukrainian  habit  of  ignoring  bills  due  could 
result  in  future  claims  against  federal  export 
credit  and  investment  agencies  that  far 
exceed  the  $4  billion  already  disbursed  in 
grant  aid  between  1991  and  1994.  This  year 
alone,  $900  million  in  agricultural  loans  have 
been  rescheduled.  Moreover,  massive  dis- 
bursements from  the  International  Monetary 
Fund  and  the  World  Bank  could  lead  to 
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future  losses  by  their  largest  shareholder,  the 
United  States.  No  doubt  pundits  will  seek 
again  to  attribute  setbacks  in  Moscow  to  a 
lack  of  support  from  Washington.  It  may 
therefore  be  useful  to  provide  a  brief  draft 
history,  before  it  is  revised,  of  recent 
American  aid  to  Russia  and  Ukraine. 

In  particular,  during  the  hectic  transition 
following  the  November  1994  mid-term 
elections,  it  may  be  useful  to  recall  that 
Senators  Bob  Dole  and  Jesse  Helms  joined 
Sam  Nunn  and  Richard  Lugar  in  backing  the 
original  1991  legislation  to  fund  cooperative 
efforts  with  what  was  still  the  Soviet  Union. 
The  goal  of  the  Nunn-Lugar  law  was  to  dis- 
mantle Soviet  nuclear  weapons  and  safeguard 
nuclear  know-how,  and  especially  to  prevent 
Soviet  nuclear  scientists  from  seeking 
employment  in  rogue  states.  A  month  before 
the  1992  presidential  election,  another  bipar- 
tisan coalition  secured  passage  of  the 
Freedom  Support  Act,  authorizing  $425  mil- 
lion in  assistance  to  the  former  Soviet  Union. 
The  bill  also  created  a  precedent  by  largely 
exempting  such  aid  from  the  restrictions 
applied  to  other  aid  programs.  With  all  three 
major  presidential  candidates  publicly  back- 
ing them,  these  measures  reflected  wide  sup- 
port for  helping  the  Russians.  This  broad- 
based,  bilateral  support  continued,  and  even 
grew,  after  the  election. 

The  desire  to  aid  the  Russians  has  over- 
come normal  differences  in  Congress.  In  the 
Senate,  for  example,  deficit-hawk  Pete 
Domenici  and  long-time  opponent  of  foreign 
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aid  Robert  Byrd  joined  together  in 
September  1993  to  bend  rigid  budget  rules, 
in  order  to  enable  President  Clinton  to  meet 
his  rash  commitments  to  find  more  than  $2.5 
billion  for  Russia  and  Ukraine.  And  in  the 
House,  even  as  late  as  the  spring  of  1994, 
Minority  Leader  Newt  Gingrich  and 
Majority  Leader  Dick  Gephardt  agreed  in  a 
confidential  report  on  their  joint  delegation 
to  Russia  that,  despite  problems,  the  aid 
effort  should  continue. 

Following  the  Vancouver  and  Tokyo 
summit  meetings  in  die  spring  of  1993,  the 
aid  effort  reached  its  peak:  $1.7  billion  in 
civilian  aid  and  $1.3  billion  in  defense  funds 
were  appropriated  later  that  year.  Though 
the  amounts  of  aid  have  since  fallen,  they 
remain  substantial.  In  the  current  fiscal  year, 
President  Clinton's  overall  request  of  $1.3 
billion  was  finally  funded  at  $1.25  billion. 
Increases  up  to  $1.6  billion  have  been  con- 
sidered within  the  administration  for  next 
year,  but  the  final  appropriation  may  not 
reach  half  that  amount.  And  much  of  what  is 
eventually  appropriated  will  be  directed 
toward  support  for  private  American  trade 
and  investment  in  Russia  and  Ukraine. 

Original  Intent,  Original  Sins 

TT7HAT  WAS  THE  intent  of  those 
VV  undertaking  this  short-lived 
effort?  Although  advocates  of  helping  Russia 
and  Ukraine  have  consistently  maintained 
that  external  assistance  could  merely  supple- 
ment internal  changes,  they  also  believed 
that  supporting  aid  might  secure  them  a 
small  but  favorable  place  in  history.  Most 
public  officials  could  empathize  with  the  new 
leaders  of  Russia  and  Ukraine  as  they  faced 
the  daunting  task  of  encouraging  democracy 
and  implementing  effective  reform,  and  most 
preferred  to  risk  wasting  several  billion  dol- 
lars rather  than  see  them  fail  and  have  that 
failure  attributed  to  lack  of  American  sup- 
port. In  retrospect,  it  is  apparent  that  few 
Washington  officials  had  a  clear  or  deep 
understanding  of  the  situation  in  Russia  and 


Ukraine,  and  many  were  influenced  by  aca- 
demic experts  who  promoted  simplistic 
solutions  with  the  enthusiasm  of  door-to- 
door  salesmen. 

There  were  reasons  for  Americans  of 
all  political  persuasions  to  be  supportive. 
Conservatives  had  already  established  per- 
sonal contacts  with  Russian  leaders  during 
the  last  years  of  the  Soviet  Union.  Dole, 
for  example,  met  Boris  Yeltsin  at  the  air- 
port on  his  first  visit  to  Washington,  at  a 
time  when  Yeltsin  was  being  demonized  by 
the  Bush  administration.  The  Heritage 
Foundation  provided  a  hospitable  refuge 
for  Russian  officials  while  the  executive 
branch  clung  to  the  Soviet  illusion. 
Moderates  such  as  Librarian  of  Congress 
James  Billington  and  Senator  Bill  Bradley 
saw  the  key  to  successful  transformation  to 
be  vastly  expanded  exchange  programs  that 
would  expose  young  Russians  and 
Ukrainians  to  the  American  way.  At  times 
there  would  be  more  visitors  than  qualified 
hosts.  Many  liberals  believed  that  beyond 
transforming  Russia,  investments  in  the 
former  Soviet  Union  would  be  more  than 
offset  by  defense  cuts.  Indeed  the  success 
of  those  investments  would  justify  even 
greater  reductions  in  Pentagon  spending. 
Some  estimated  a  peace  dividend  of  $230 
billion,  and  urged  that  the  savings  go 
toward  domestic  programs.  This  effort  fal- 
tered in  the  face  of  federal  budget  deficits 
and  a  more  realistic  appraisal  of  defense 
reductions,  as  well  as  costly  new  missions 
assigned  the  Pentagon. 

Between  the  hopes  of  Washington  and 
the  reality  of  Russia  and  Ukraine  lay  a 
huge  gulf.  From  the  perspective  of 
Moscow  and  Kiev,  the  main  local  benefi- 
ciaries of  American  aid  were  luxury  hotels 
billing  an  endless  stream  of  visiting  delega- 
tions at  the  rate  of  $300  per  night.  By 
deliberate  intent,  Russia  and  Ukraine 
didn't  see  a  single  dollar — the  money  went 
to  foreign  consultants  and  contractors. 
From  ordinary  citizens  of  Russia  and 
Ukraine,  questions  about  aid  from  the 
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United  States  most  often  elicited  the 
resigned  shrug  of  those  used  to  unmet 
promises.  Some  former  Soviet  officials  in 
the  defense  and  energy  sectors  came  to 
view  the  effort  as  a  conspiracy  to  under- 
mine them,  and  to  cause  their  defense  and 
nuclear  industries  to  degenerate. 
Technocrat  managers  in  both  countries 
asked  why  so  many  of  their  American 
counterparts  appeared  to  lack  the  stature 
and  competence  to  bring  efforts  to  closure. 

Nonetheless,  the  aid  effort  has  con- 
tributed to  some  real  progress.  The  central 
focus  of  the  civilian  program  has  been  sup- 
port for  market  reform  in  Russia. 
According  to  data  compiled  by  the  Agency 
for  International  Development,  American- 
assisted  privatization  in  Russia  has  put 
about  eighty  thousand  small  enterprises 
and  fourteen  thousand  medium  and  large 
industrial  enterprises  in  private  hands. 
Over  40  percent  of  the  industrial  labor 
force  now  works  in  the  private  sector.  On 
the  other  hand,  while  assertions  that  many 
of  these  privatized  companies  are  con- 
trolled by  criminal  elements  cannot  be  ver- 
ified, many  Russians  believe  that  private 
managers  are  stripping  company  assets  and 
removing  corporate  capital  to  foreign  bank 
accounts,  rather  than  paying  salaries. 

Perhaps  because  reform  in  Ukraine 
didn't  begin  in  earnest  until  late  1994, 
Americans  have  been  slow  to  react  to  the 
situation  in  that  country.  During  his 
November  1994  state  visit  to  Washington, 
Ukraine  President  Leonid  Kuchma 
obtained  from  President  Clinton  a  prece- 
dent-making balance  of  payments  grant  of 
$72  million  to  help  guarantee  supplies  of 
natural  gas  from  Russia  as  he  undertakes  a 
drastic  reform  effort.  Together  with  the 
January  1994  Trilateral  Agreement,  under 
which  Russia  will  provide  nuclear  fuel  rods 
to  civilian  reactors  in  Ukraine,  there  is  at 
last  some  evidence  that  the  United  States 
is  turning  its  attention  to  the  particular 
problems  of  Ukraine. 

The  record  of  defense -related  aid  is 


dismal.  The  Nunn-Lugar  program  has 
departed  from  its  original  objectives:  Not  a 
single  nuclear  warhead  nor  a  single  chemi- 
cal weapon  has  been  dismantled  in  Russia 
under  the  American  aid  program.  Little  if 
any  increase  in  control  over  weapons- 
grade  fissile  material  has  resulted  from 
American  aid.  There  is  reluctance  in 
Russia  to  move  on  these  matters  until  the 
United  States  is  ready  to  follow  suit. 

Some  secondary  objectives  are  being 
met.  Delivery  systems  for  weapons  of  mass 
destruction,  such  as  strategic  missiles  and 
bombers,  are  beginning  to  be  scrapped 
with  funds  from  the  Nunn-Lugar  program. 
Nearly  fifteen  hundred  nuclear  warheads 
from  Soviet  missiles  remaining  in  Ukraine, 
Kazakhstan,  and  Belarus  have  been  deacti- 
vated, and  American  aid  has  been  instru- 
mental in  moving  these  countries  towards 
compliance  with  the  Non-Proliferation 
Treaty.  But  the  resulting  concentration  of 
nuclear  warheads  and  fissile  material  in 
Russia  has  been  ignored,  and  the  joint 
effort  to  phase  out  plutonium  production 
in  reactors  capable  of  making  weapons- 
grade  material  faces  an  uncertain  future. 

Finally,  and  as  a  result  of  both  Russian 
and  American  delays,  the  original  plans  to 
secure  Soviet  nuclear  weapons  expertise 
and  to  prevent  it  from  going  to  dangerous 
locations  matured  slowly,  and  may  in  any 
case  have  been  misdirected.  Since  1991,  it 
has  become  evident  that  covert  exports  of 
weapons-grade  fissile  material  may  prove  a 
greater  proliferation  danger  than  nuclear 
scientists  emigrating  to  rogue  states. 
Indeed,  several  hundred  Russian  scientists 
and  engineers  formerly  associated  with 
nuclear  and  chemical  weapons  are  now 
working  on  peaceful,  civilian  projects 
under  bilateral  and  multilateral  programs, 
thanks  to  $60  million  of  American  taxpay- 
ers' money.  Efforts  to  commercialize  civil- 
ian technologies  developed  by  nuclear 
weapons  institutes  in  Ukraine  and  Russia 
are  hampered  by  lack  of  funding  and 
agency  sponsorship  in  Washington. 
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Bureaucracy  is  Destiny 

WHY  HAVE  Washington's  lofty 
goals  yielded  such  mixed  results 
in  Russia?  Despite  a  genuine  desire  to 
streamline  and  reform  the  aid  process,  the 
bureaucracy  continued  to  assert  its  traditional 
prerogatives  and  institutional  biases.  While 
harassed  and  overworked  mid-level  officials 
in  the  executive  branch  might  initially  have 
welcomed  the  absence  of  Congress'  custom- 
ary micromanagement,  they  soon  found  that 
they  were  unable  to  get  prompt,  effective 
guidance  from  their  own  senior  managers. 
Then,  when  congressional  appropriations 
committees  reviewed  the  results,  they  often 
balked  at  the  proposed  projects,  further 
delaying  the  program.  Throughout,  turf 
fights  among  agencies,  weak  mediation  by  the 
president's  staff,  and  interventions  and  visits 
to  Russia  by  senior  officials  in  other  agencies 
distracted  the  action  officers. 

No  agency  has  been  immune.  Like 
President  Bush  before  him,  President  Clinton 
hesitated  to  offend  his  secretary  of  state  by 
designating  a  single  individual  responsible  to 
him  for  the  coordination  and  management  of 
all  federal  efforts  to  assist  Russia  and  Ukraine. 
Strobe  Talbott's  promotion  to  deputy  secre- 
tary of  state  in  early  1994  left  a  vacuum — 
though  if  the  truth  be  told  and  contrary  to 
widespread  impression,  he  never  filled  such  a 
role  effectively.  While  from  time  to  time  he 
has  intervened  to  support  reform  and  denu- 
clearization in  Ukraine,  Talbott's  appetite  for 
the  details  of  management  has  been  limited. 

The  Agency  for  International 
Development  (aid),  relegated  to  the  back- 
ground during  the  Bush-Baker  era,  maneu- 
vered during  the  first  year  of  the  Clinton 
administration  to  seize  operational  control  of 
the  aid  effort  in  Russia  and  Ukraine. 
Predictably,  the  impact  of  AID,  jm  agency 
more  accustomed  to  promoting  development 
in  Rwanda  than  to  creating  democracy  and 
capitalism  in  a  superpower,  has  been  stifling, 
as  it  has  attempted  to  impose  its  Byzantine 
practices  on  often  bewildered  Russian  offi- 


cials. Some  of  them  however,  have  adjusted 
readily  to  AID  procedures;  Russian  privatiza- 
tion minister  Anatoliy  Chubays  quickly  found 
ways  to  attract  almost  S200  million  to  support 
his  voucher  privatization  program.  In  an 
effort  to  deal  with  the  problem,  AID  has 
imported  one  of  Washington's  most  skilled 
foreign  policy  operatives,  Tom  Dine,  to  ener- 
gize and  focus  its  program.  Surrounded  by 
AID  careerists,  and  charged  with  management 
of  programs  in  Central  Europe,  the  Caucasus, 
and  Central  Asia,  as  well  as  Ukraine  and 
Russia,  his  energy  has  been  sapped  by  exten- 
sive travel,  and  the  promised  new  focus  did 
not  begin  to  emerge  until  late  1994.  Outside 
Foggy  Bottom,  a  joint  U.S. -Russian  commis- 
sion under  Vice  President  Gore  and  Prime 
Minister  Chernomyrdin  has  tried  to  coordi- 
nate policy  and  negotiations  between  the  two 
countries;  but  Gore  has  never  allocated  funds, 
which  remains  the  prerogative  of  the  state 
and  defense  departments. 

The  Department  of  Defense,  unable  to 
move  beyond  providing  air  transportation 
for  humanitarian  emergency  aid  during  the 
Bush  administration,  received  authority  to 
spend  up  to  $400  million  for  the  Nunn- 
Lugar  program  each  fiscal  year  between 
1992  and  1995,  although  its  deliveries  and 
disbursements  have  not  yet  totaled  $100 
million.  Dr.  William  Perry,  first  as  deputy 
secretary  and  then  as  secretary  of  defense, 
brought  knowledge  and  enthusiasm  to  the 
task  of  helping  Russia.  Prior  to  his  going  to 
the  Pentagon,  Perry  held  a  professorship  at 
Stanford  University,  where  his  special  inter- 
est was  defense  conversion.  This  has  now 
come  to  supersede  the  original  narrow 
objectives  of  nuclear  dismantlement  and 
non-proliferation  called  for  in  the  Nunn- 
Lugar  legislation.  Ashton  Carter,  a  Harvard 
professor  who  had  helped  Nunn  sell  the  bill 
to  skeptical  colleagues  in  1991,  was  appoint- 
ed by  Perry  to  head  the  policymaking  ele- 
ment of  the  Nunn-Lugar  program.  Carter 
and  Perry  recruited  a  number  of  young  asso- 
ciates without  Pentagon  experience  to  run 
the  program. 
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By  the  time  in  early  1994  that  the  new 
policy  team  secured  the  bilateral  agreements 
needed  to  undertake  actual  work  in  Russia 
and  Ukraine,  they  had  managed  to  lose  $318 
million  of  the  initial  $800  million  provided 
for  1992-93.  The  lost  authority  technically 
expired  after  two  years,  to  the  surprise  of  top 
officials  who  were  unaware  of  the  problem 
because  Ash  Carter  and  his  policy  team  had 
neglected  to  establish  close  relations  with 
other  parts  of  the  executive  branch  and  the 
defense  committees  of  Congress.  As  a  result, 
quiet  opposition  from  other  elements  of  the 
defense  establishment  frequently  delayed  the 
effort.  The  appointment  of  an  experienced 
official  to  oversee  the  Defense  Nuclear 
Agency's  implementation  of  the  program  did 
not  come  until  the  summer  of  1994.  His 
effectiveness  in  implementing  the  Nunn- 
Lugar  program  has  been  restricted  by  the 
continuing  influence  the  now  discredited 
policy  shop  has  on  Perry. 

Until  recently,  few  probing  questions 
have  been  raised  about  the  aid  programs 
within  the  executive  branch  or  by  Congress. 
With  responsible  officials  struggling  to  show 
results  without  breaking  any  of  the  complex 
federal  procurement  laws,  few  staff  members 
undertook  rigorous  oversight  of  a  program 
backed  by  the  president  and  the  bipartisan 
congressional  leadership.  Little  was  heard 
from  the  General  Accounting  Office  or  the 
Office  of  Management  and  Budget.  Hearings 
before  the  congressional  appropriations  com- 
mittees identified  a  number  of  problems,  but 
received  little  further  attention.  More  time 
was  devoted  by  the  Senate  to  the  allocation 
of  funds  between  Russia  and  Ukraine  than  to 
program  content.  In  the  House,  however, 
objections  have  been  raised  to  the  Pentagon's 
move  away  from  nuclear  issues  toward 
broader  defense  conversion  efforts,  and  to 
rapid  expansion  of  semi-private  enterprise 
funds  to  promote  joint  investments. 

In  retrospect,  it  is  evident  that  all 
American  leaders  simply  assumed  that  condi- 
tions in  Russia  and  Ukraine  were  ripe  for 
peaceful  intervention  by  the  United  States. 


They  also  assumed  that  somewhere  in  the 
vast  federal  complex  there  were  men  and 
women  who  knew  with  some  precision  what 
to  do  and  how  to  do  it.  Although  schemes 
to  help  the  former  Soviet  Union  were  based 
on  massive  amounts  of  direct  financial  assis- 
tance, both  the  Nunn-Lugar  programs  and 
the  AID  technical  assistance  efforts  largely 
excluded  qualified  Russian  and  Ukrainian 
institutions  and  firms  from  contracting  and 
procurement  efforts.  The  resulting  "Made 
in  America"  effort  to  import  everything 
(except  housing)  unnecessarily  antagonized 
some  of  the  Russians  and  Ukrainians  who 
were  most  ready  and  able  to  work  with 
American  counterparts. 

Recently,  the  aid  effort  has  begun 
enlisting  the  for-profit  private  sector,  often 
on  a  cost-share  basis.  The  five  enterprise 
funds1,  and  the  transfers  of  funds  to  govern- 
ment agencies  that  support  foreign  trade 
and  investment  (the  Export-Import  Bank, 
Overseas  Private  Investment  Corporation, 
and  the  Trade  and  Development  Agency), 
show  some  possibility  of  greater  positive 
impact  on  Russia  and  Ukraine  than  does  the 
massive  influx  of  technical  assistance  con- 
sultants. While  the  latter  may  help,  AID 
already  recognizes  the  negative  impact  of 
continuing  to  contract  for  the  bulk  of  its 
technical  assistance  though  a  small  group  of 


'Russian-American  Enterprise  Fund  (RAEF)  focus- 
ing on  small  and  medium-scale  businesses; 
Fund  for  Large  Enterprises  in  Russia  (fler) 
focusing  on  medium  to  large-sized  enterpris- 
es emerging  from  the  Russian  mass  privatiza- 
tion program;  the  U.S. /European  Regional 
Venture  Fund  (rvp)  focusing  on  medium- 
sized  private  enterprises  in  the  lower  Volga 
region;  the  Defense  Demilitarization 
Enterprise  Fund,  involving  joint  ventures 
with  industries  previously  involved  with  the 
production  of  weapons  of  mass  destruction 
and  their  delivery  systems;  and  the  Western 
New  Independent  States  Enterprise  Fund 
(vvnisef). 
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international  consulting  firms  whose  annu- 
al cost  per  advisor  (including  housing, 
travel,  security  and  corporate  overhead) 
can  exceed  $400,000,  and  is  moving  to 
attract  bids  from  a  more  diverse  group. 

The  Clinton  administration's  decision 
to  cut  back  on  grant  aid  to  Russia  as  it 
begins  to  engage  seriously  with  Ukraine's 
new  reformers  demonstrates  more  skill  and 
realism  than  the  administration  has  shown 
in  other  regions.  Too  few  details  are 
presently  known  about  the  much  larger 
technical  assistance  effort  and  exchange 
programs  to  characterize  them  as  a  success 
or  failure,  but  the  ongoing  reduction  in 
their  size  and  scope  will  almost  certainly 
continue,  if  only  because  fewer  and  fewer 
senior  officials  in  the  countries  involved 
are  willing  to  make  the  effort  to  sustain 
them.  The  perception  exists  that  aid  to 
Russia  and  Ukraine  has  not  met  expecta- 
tions. Looking  back,  it  is  increasingly  evi- 
dent that  there  was  no  way  the  program 
could  have  done  so. 

Although  future  United  States  eco- 
nomic  cooperation   with    Russia    and 


Ukraine  will  depend  mostly  on  the  extent 
of  commercial  trade  and  investment  links, 
a  smaller  (well  under  $1  billion  per 
annum)  grant  aid  program  could  serve  the 
national  interests  of  all  three  countries  for 
the  rest  of  the  decade.  For  such  a  proposal 
to  survive  in  Washington's  radically 
changed  environment,  it  would  need  to 
meet  three  criteria.  First,  it  would  have  to 
meet  shorter-term,  concrete  objectives 
identified  by  the  assisted  country  (such  as 
assuring  energy  supplies  during  Ukraine's 
adjustment  to  reform).  Second,  it  would 
have  to  meet  high  priority  American 
national  security  interests  (such  as  return- 
ing the  Nunn-Lugar  program  to  its  origi- 
nal narrow  focus  on  the  actual  dismantle- 
ment of  Russian  nuclear  and  chemical 
weapons,  as  well  as  prudent  disposition  of 
their  contents).  And  third,  it  would  have 
to  offer  solid  value  for  the  money  invested 
(which  means  no  more  American  develop- 
ment and  nuclear  tourists  whose  U.S.- 
funded  expenses  amount  to  more  per  week 
than  members  of  the  Russian  Academy  of 
Sciences  make  in  a  year).  D 
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Mr.  SIMONS.  When  we  read  it,  we  read  it  with  quasi-religious  fer- 
vor. [Laughter.] 

Mr.  Dine.  Just  let  the  record  show,  Mr.  Chairman,  and,  Mr. 
Packard,  you  have  to  understand  that  I'm  the  one  who  hired  Mr. 
Flickner  in  1975  in  the  Senate  Budget  Committee.  So  all  his  sins, 
I  guess,  are  mine.  [Laughter.] 

BUDGET  INCREASE  JUSTIFICATION 

Mr.  Packard.  Very  good.  Well,  it  was  a  very  interesting  and  pro- 
vocative article. 

With  the  problems  that  exist  and  the  uncertainties,  and,  frankly, 
the  very  unstable  political  climate  that  exists  in  all  of  the  countries 
that  you  list  both  in  the  first  and  second  wave,  even  Russia  is  cer- 
tainly not  performing  in  a  way  that  gives  us  comfort  in  Chechnya 
and  other  places.  How,  under  those  circumstances,  can  you  justify 
an  increase  of  aid  rather  than  a  cutting  back  to  send  a  message 
that  we're  not  satisfied  with  the  progress  being  made  on  human 
rights  and  on  political  issues?  We're  not  satisfied  with  the  efforts 
toward  a  free  market  system  and  for  international  participation, 
private  sector  participation  in  Russia  and  the  corruption  and  crime. 
All  of  these  are  really  not  the  signs  that  would  indicate  that  we 
ought  to  increase  our  effort  in  terms  of  an  outright  grant  of  money. 
What  would  be  your  response? 

Mr.  Simons.  Congressman,  I  would  have  two  responses.  I  think, 
first,  we  expressed  displeasure  to  the  Russians  and  to  other  govern- 
ments which  do  things  with  which  we  don't  agree,  things  that  we 
want  reversed,  done  differently,  all  the  time.  We  simply  think  that 
it's  a  mistake  to  use  the  assistance  program  for  those  purposes.  My 
old  mentor,  George  Shultz,  used  to  say  that  to  stop  doing  some- 
thing that  is  in  your  national  interest  because  you're  not  making 
the  kinds  of  progress  that  you  would  want  in  other  areas  that  may 
be  in  your  national  interest  is  cutting  off  your  nose  to  spite  your 
face. 

We  think  that  this  assistance  program,  the  kind  of  support  at  a 
minimal  level  which  it  provides  to  reformers,  who  are  the  good 
guys,  to  move  things  forward  and  try  to  create  a  different  Russia, 
a  different  Ukraine,  a  different  Kazakhstan  that  will  be  a  better 
partner  in  world  affairs,  that  will  observe  human  rights  better, 
that  will  be  a  better  business  partner  for  the  United  States — would 
be  a  mistake. 

Now,  second,  of  course  we  care  about  the  prospect,  the  progress 
and  prospect  for  reform,  as  well  as  human  rights  observance,  as 
well  as  the  observance  of  arms  control  treaties.  All  of  those  things 
are  written  into  the  Freedom  Support  Act.  We  take  them  into  ac- 
count every  year.  The  whole  back  of  the  annual  report  which  I  sub- 
mit to  Congress  every  31st  of  January  is  full  of  judgments  on  that. 
The  progress  and  prospect  of  reform  is  one  of  those  things,  and 
there  you  do  have  to  make  judgments  about  a  lot  of  contradictory 
factors.  At  some  point  you  have  to  make  a  judgment  as  to  whether 
the  reform  process  as  such  with  all  its  pieces,  I  mean  all  the  dif- 
ferent kinds  of  things  that  are  happening,  has  stalled  and  gone  into 
reverse.  At  that  point,  you're  going  to — you're  using  taxpayers' 
monies  which  probably  won't  have  an  effect.  But  we  don't  think 
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that  any  country  of  the  area  has  reached  that  point  yet.  Let  me 
give  you  an  example. 

I  mean,  I've  spent  some  time,  actually  decades,  kind  of  worrying 
about  this  part  of  the  world.  I  do  assistance  now,  but  I  used  to  do 
policy.  So  I  was  watching  what  would  happen  after  the  ruble  de- 
valuation of  October  in  Russia  and  what  would  happen  after 
Chechnya  to  reform,  to  the  reform  process,  because  one  of  the 
things  that  could  happen  is  you  can  get  a  seizure  and  a  reversal, 
which  would  have  implications  for  this  program. 

The  other  thing  that  can  happen  is  that  they  can  choose  to  flee 
forward,  for  whatever  reason,  into  reform,  and  it  appears  that  in 
both  cases  that,  as  far  as  the  Russian  Government  is  concerned, 
that  that  is,  indeed,  what  is  happening.  They  are  going  down  the 
reform  path.  They  have  fired  the  privatization  minister  who  was 
talking  about  renationalization.  We  had  his  successor  in.  Both  Mr. 
Dine  and  I  saw  him  separately;  I  think  he  was  up  here,  Sergei 
Belyaer,  a  proven  reformer,  for  very  encouraging  talks  about  where 
they  wish  to  go. 

They  are  paying  for  the  Chechnya  operation  out  of  the  budget. 
In  other  words,  they're  not  breaking  the  budget  to  pay  for  the 
Chechnya  operation.  They're  trying  to  keep  the  budget  under  con- 
trol. They're  trying  to  reduce  subsidies.  They're  reducing  unbacked 
credit  admissions.  They're  trying  to  reduce  or  get  rid  of  this  crazy 
export  regime  and  put  in  a  new,  modern  export  regime  that  will 
make  business  work.  They're  going  in  the  right  direction.  They,  too, 
may  sign  a  standby  agreement  today  or  tomorrow  which  would 
commit  them  to  a  whole  new  series  of  reform  measures. 

So,  Congressman,  the  evidence  of  the  prospect  for  reform  re- 
mains not  bad,  not  elegant,  not  complete,  but  not  bad.  And  so  it 
is  the  trend  that  we  are  supporting  with  this  program,  and  I  think 
it  would  be  a  mistake  to  use  this  program  as  a  hammer  for  other — 
to  force  changes,  other  things  that  we  don't  like. 

Mr.  Packard.  I  see  a  double  standard,  however,  in  our  policy, 
and  I  wish  Nancy  Pelosi  was  here  because  there's  no  one  in  the 
Congress  more  eloquent  than  she  is  in  expressing  our  hammer  ap- 
proach to  China  and  their  inhumanities  to  humanity  and  their 
other  problems.  And  in  China  we  do,  unquestionably,  use  our  for- 
eign policy,  including  the  Most  Favored  Nation  status  and  a  variety 
of  other  techniques,  to  try  to  pressure  them  to  do  things  that  we 
sense  are  unacceptable  in  terms  of  their  behavior.  We  do  not  do 
that  in  Russia.  We  do  not  do  that  in  some  of  these  other  countries. 
We  do  not  use  the  hammer.  We  do  not  put  conditions  on  the  same 
level  of  our  assistance. 

CONDITIONALITY 

I  think  that  one  thing  in  our  entire  foreign  assistance  policy  over 
the  many  years  that  I  have  served  here  that  has  bothered  me  the 
most  is  that  we  refrain  from  putting  conditions  on  our  assistance 
to  any  of  the  countries.  We  give  them  the  assistance  and  we  don't 
require  anything  in  return,  not  even  an  accounting  of  where  the 
money  goes.  And  I  think  that  that  is  an  area  where  I  have  some 
real  problems  of  not  using,  frankly,  our  foreign  assistance  with  con- 
ditions that  these  things  need  to  be  verified  that  the  money's  get- 
ting to  where  it's  intended  to  go.  As  I  read  articles  in  The  Wall 
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Street  Journal  and  other  places,  I'm  convinced  that  organized 
crime  is  siphoning  off  a  good  part  of  the  aid.  It's  not  getting  to  the 
places  where  we  want  it  to  go. 

The  double  standard  issue  between  our  policies  in  China  and 
Russia  and  other  Newly  Independent  States,  would  you  comment 
on  it? 

Mr.  Simons.  Mr.  Chairman — or,  excuse  me,  Congressman — I 
think,  first,  that  there's  different  areas  in  terms  of  the  threat  to  the 
United  States  that  is  being  addressed.  I  mean,  I  think  that  the  NIS 
area  for  two  generations  has  been  the  kind  of — the  worst  threat  to 
our  values  and  our  interests  and  our  lives  that  this  Republic  has 
faced.  I  think  that's  different  from  China.  Even  as  a  hostile  power, 
I  don't  think  China  constituted  that  threat.  And  so  I  think  that  the 
stake  in  this  assistance  program  of  trying  to  turn  this  threatening 
area  into  reliable  partnership  with  us  is  kind  of  different  from 
China. 

But  I  think  it's  also  important  to  remember  that  our  opposition 
to  hard  conditionality  and  strict  one-for-one  conditionality,  which  I 
think  is  what  you're  talking  about,  is  not  the  same  thing  as  saying 
that  we  don't  take  human  rights,  the  development  of  democratic  in- 
stitutions into  account.  I  mean,  the  fact  that  we  have  been  spared 
under  this  program  the  kind  of  Asian  distinction  between  a  lot  of 
market  and  no  democracy  that  creates  those  tensions  in  our  China 
policy — so  far,  all  the  New  Independent  States  have  either  made 
progress  on  both  or  on  neither.  And  that  is  reflected  in  our  assist- 
ance program  because,  as  I  say,  we  put  disproportionate  resources 
into  reforming  countries,  and  we've  been  lucky  so  far  that  they've 
been  doing  both  democratic  reform  and  market  reform.  And  we  will 
have  to  deal  with  the  issue  if  it  comes  up,  if  you  have  a  dictator- 
ship that  starts  to  do  extensive  market  reform.  Then  we're  going 
to  have  a  kind  of  dilemma  within  the  program  that  we're  doing  to 
have  to  look  at.  I  think  that's  where  the  answer  is. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  Torres.  Thank  you,  Mr.  Chairman. 

Thank  you,  Ambassador  Simons  and  Administrator  Dine,  for 
being  here  with  us  today.  Both  of  you  articulated  quite  well  the  im- 
portance to  our  country  and  our  foreign  policy  of  the  New  Inde- 
pendent States  and  their  move  toward  reform  measures.  I  know 
that,  Ambassador,  you  stated  that  four  countries — Armenia,  Geor- 
gia, Ukraine,  and  Belarus — are  critical  to  this  whole  approach. 

I  recall  our  former  chairman,  Mr.  Obey,  invited  Eduard 
Shevardnadze  here  before  our  subcommittee.  Mr.  Callahan  will 
probably  remember  that.  He,  too,  expressed  to  us  the  importance 
of  and  the  concern  with  the  change  that  his  particular  country  was 
going  through. 

And,  beyond  that,  Mr.  Dine,  your  testimony  this  morning  talked 
about  the  hardest  challenges  that  are  ahead  for  the  Caucasus  area, 
Armenia  and  Georgia.  And  the  hardest  challenge,  as  you've  indi- 
cated, if  I  may  just  read  your  statement,  is  political  stability.  Nei- 
ther country  can  afford  the  cost  of  war,  you  say.  Neither  country 
can  afford  to  keep  driving  potential  investors  to  places  that  offer 
greater  security.  These  people  are  talented  and  energetic.  They 
have  a  history  and  cultural  greatness.  But  international  markets 
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offer  too  many  alternatives  to  divert  capital  into  pockets  of  uncer- 
tainty like  the  Caucasus  today. 

ARMENIA 

I  want  to  direct  my  question  to  you.  The  State  Department  re- 
cently expressed  concern  regarding  actions  taken  by  the  Armenian 
Government  against  its  political  opposition,  which  they  described 
as  "counter  to  established  principles  of  democracy  and  free  speech." 
Now  the  recently-released  State  Department  country  report  on  Ar- 
menia echoed  these  same  concerns. 

My  question  is:  what  measures  is  USAID  taking  to  support 
democratic  development  in  Armenia,  and,  in  particular,  what  is 
being  done  to  insure  that  the  upcoming  parliamentary  elections 
that  are  about  to  take  place  will  take  place  in  a  free  and  safe  envi- 
ronment? 

Mr.  Dine.  Thank  you,  Mr.  Torres. 

As  Ambassador  Simons  said,  we  were  both  there  recently,  and 
I've  been  deeply  concerned  about  the  political  developments  that 
have  taken  place.  The  Armenian  leadership  that  we  dealt  with  was 
totally  focused  on  economic  reform.  And,  as  we  both  indicated,  it's 
an  outstanding  economic  reform  leadership. 

But  we,  in  one  of  our  sessions  which  Ambassador  Simons  led, 
met  with  the  Speaker  of  the  Parliament.  He  had  with  him  three 
deputies  who  are  chairmen  of  different  committees.  They  were  from 
three  different  parties,  indicating  the  multi-party  system.  And  they 
requested  from  us  help  in  their  parliamentary  development,  if  you 
will,  and  we  agreed  that  we  would  put  together  a  program  to 
strengthen  the  Parliament's  role  vis-a-vis  the  Executive. 

Secondly,  in  Armenia,  because  of  the  earthquake  of  December 
1988,  there  are  many  USAID-funded  nongovernmental  organiza- 
tions throughout  the  country,  particularly  in  the  Gumri  area  where 
the  earthquake  epicenter  was.  And  it  is  the  NGOs,  American  vol- 
untary organizations,  who  are  distributing  food  and  helping  with 
the  homeless.  It's  a  massive  problem. 

They  are  also  creating  on  the  ground  mirror  image  kinds  of  vol- 
untary organizations,  advocacy  groups.  And,  as  I  indicated  in  my 
oral  statement,  we  are  working  from  the  top  down  and  the  bottom 
up.  But  it's  at  the  grassroots,  the  bottom-up,  that  I  believe  that  de- 
mocracy will,  take  root  on  the  soil  of  Armenia  and  other  countries, 
including  Russia  and  Georgia.  So,  we  are  going  ahead  to  further 
that  effort  in  this  current  Fiscal  Year  and  the  next  Fiscal  Year. 

We  are  also  working  with  the  Armenians  on  their  Central  Elec- 
tions Commission.  They're  going  to  have  an  election  in  July.  I  think 
it's  July  5th  that  it's  now  been  scheduled.  And  we'll  be  there  on  the 
ground  with  American  voluntary  organizations,  again,  making  sure 
that  the  election  process  goes  smoothly.  Hopefully,  that  all  parties 
will  participate. 

Mr.  TORRES.  But,  Mr.  Dine,  again,  to  the  point  that  we  read  in 
reports — and  I  have  some  here  before  me — that  the  political  opposi- 
tion parties  in  Armenia,  their  newspapers  have  been  closed  down. 
There's  an  element  here  of  curtailing  free  speech.  There's  accusa- 
tions, political  accusations,  against  party  people. 

What  kind  of  message  are  we  sending  to 
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Mr.  Dine.  Well,  I  can  tell  you  when  I  was  there  I  went  and  saw 
purposely  one  of  the  NGOs,  American  NGOs,  the  Armenian  Relief 
Society,  which  has  a  connection  to  the  party  that  was — which  is 
now  being  accused  of  engaging  in 

Mr.  Torres.  The  Dashnak  Party? 

Mr.  Dine.  The  Dashnak  Party.  And  the  Armenian  Relief  Society 
is  the  largest  Armenian  women's  organization  in  the  world  engaged 
in  assistance  programs,  including  food  distribution  programs, 
weatherization  programs,  energy  programs  throughout  Armenia, 
and  they're  very  large  in  your  State. 

And  I  purposely  went  to  one  of  the  hospital  projects,  a  urology 
project,  to  show  that  we  care  about  this  organization  and  its  work. 
The  Government  had  placed  a  lock  on  one  of  its  warehouses  and 
they  ought  to  take  that  lock  off.  This  is  a  group  that  is  dedicated 
to  helping  humanity;  it  is  not  related  to  the  upcoming  political  elec- 
tion or  alleged  misdeeds.  So  little  by  little  you  do  things. 

The  Ambassador  in  Yerevan,  Harry  Gilmore,  has  talked  to  the 
Government  at  length  about  this  issue.  I've  read  those  same  re- 
ports, and  I've  talked  to  some  of  the  authors  of  these  human  rights 
reports,  and  we've  got  to  keep  at  it,  not  so  much  with  the  hammer, 
but  with  the  tools  in  our  possession,  which  are;  personal  relation- 
ships, the  meaning  of  the  United  States  in  these  people's  lives,  po- 
litical developments,  economic  developments  that  we're  a  part  of 
and  we  want  to  be  a  part  of,  and  I  think  that's  a  healthy  relation- 
ship. 

Mr.  Torres.  Okay,  thank  you. 

Mr.  Chairman,  I  have  further  questions,  and  if  the  committee 
will  indulge  me,  I  will  present  those  in  writing. 

Mr.  Callahan.  Thank  you,  sir.  We  shall  indulge  you. 

Mr.  Torres.  Thank  you,  sir. 

Mr.  Callahan.  Mr.  Porter  is  chairing  a  hearing  and  he  came 
specifically  to  ask  that  he  be  allowed  to  present  his  questions,  so 
that  he  can  get  back  to  his  hearing. 

HUMAN  RIGHTS 

Mr.  PORTER.  Mr.  Chairman,  I  very  much  appreciate  your  indul- 
gence in  allowing  me  to  come  down  on  short  notice. 

I  have  to  say  that  I  was  extremely  dismayed  yesterday  when 
Russia  apparently  cast  the  deciding  vote  in  the  UN  Commission  on 
Human  Rights  that  prevented  us  from  censuring  China  for  their 
abysmal  human  rights  record  and  their  ongoing  human  rights  vio- 
lations against  their  people.  I  have  been  a  very  strong  supporter 
of  aid  to  Russia  and  the  NIS  States,  but,  believe  me,  they  are  fast 
losing  me  if  they  are  going  to  be  the  obstructer  of  the  very  things 
that  this  country  most  believes  at  its  core:  the  rights  of  individuals 
against  oppressive  governments. 

Do  you  want  to  comment  on  that,  either  one  of  your? 

CONDITIONALITY 

Mr.  Simons.  Congressman,  we  had  a  little  discussion  about  con- 
ditionally before,  and  I  presented  a  view,  which  is  the  administra- 
tion's view  as  well  as  my  own — and  that's  always  nice — that  it 
would  be  a  mistake  to  condition  a  program  like  this,  which  is  so 
clearly  in  the  national  interest  in  that  it  is  our  best  vehicle  for 
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helping  and  encouraging  the  kinds  of  reforms,  democratic  and  mar- 
ket reform,  which  will  make  Russia  and  the  other  New  Independ- 
ent States  into  different  and  better  partners  for  us  in  world  affairs. 

That  does  not  mean  we  do  not  pursue  our  other  interests  with 
them.  It  does  not  mean  that  we  don't  take  human  rights,  observ- 
ance of  human  rights,  development  of  political  democracy  into  ac- 
count, but  it  is  in  opposition  to  hard  conditionality  of  the  kind  that 
I  think  you're  suggesting,  because  you  don't  stop  pursing  something 
that's  in  your  national  interest  in  order  to  pursue  other  goals. 

Mr.  Porter.  Well,  let  me  phrase  it  differently.  It  seems  to  me 
very  often  that  receivers  of  United  States  aid  take  us  extremely 
lightly  in  our  opinions  on  matters  and  think  that  they  can  do  any- 
thing that  they  want  to  thwart  American  foreign  policy,  and  they 
never  seem  to  pay  a  price  for  it.  Perhaps  it's  time  to  work  into  our 
entire  foreign  aid  package  very  strong  conditionality,  saying  that 
those  who  don't  want  to  stand  for  the  things  that  this  country  be- 
lieves in  and  works  for  all  over  the  world  should  not  expect  to  ever 
receive  any  aid  from  the  United  States,  and  maybe  we  would  begin 
to  turn  things  around. 

We  have  countries  like  Turkey  which  we  give  hundreds  of  mil- 
lions of  dollars  of  aid — billions  of  dollars  over  the  years — who  have 
egregious  human  rights  violations  ongoing.  There's  genocide  going 
on  today  in  Turkey,  and  we  turn  away  from  this  and  say,  well,  it's 
an  internal  affair.  We're  supporting  it.  We  are  supporting  it. 

And  it  seems  to  me  that  if  we  don't  stop  this  in  the  beginning — 
here  Russia's  newly  aided  by  the  United  States  after  the  end  of  the 
Cold  War — and  if  we  don't  stand  for  what  we  believe  in  and  don't 
say  our  dollars  matter — they  matter  to  us  if  they  don't  matter  to 
you — then  we  are  undercutting  what  this  country  stands  for  and 
believes  in.  I  think  it's  poor  policy  in  the  extreme. 

Let  me  go  back  to  Armenia,  where  I  think  we  have  a  great  deal 
of  progress  going  on.  Armenia  is  a  country  that  is  moving  in  the 
right  direction  under  extremely  difficult  circumstances.  Looking  at 
the  NIS  States — and  let's  put  Russia  aside  for  the  moment — don't 
you  think  there's  merit  in  putting  our  dollars  where  we're  really 
seeing  the  most  progress.  In  other  words,  shouldn't  we  be  encour- 
aging the  good  things  that  are  going  on  in  some  places  and  discour- 
aging the  ones  that  are  not  so  good  going  on  in  other  places,  en- 
couraging countries  like  Armenia  who  are  really  doing  their  very 
best  and  making  some  progress,  and  putting  the  resources  where 
they  really  matter? 

REFORM 

Mr.  Simons.  I'm  proud  to  say  that  that's  exactly  what  we  have 
been  doing.  We  have  put  disproportionate  resources  into  the  four 
countries  which  have  chosen  and  implemented  comprehensive  re- 
form in  1992-94.  That  was  at  that  time  Russia,  the  Kyrgyz  Repub- 
lic, Moldova,  and  a  little  later  Kazakhstan,  immense  resources  into 
both  Armenia  and  Georgia,  but  mainly  humanitarian.  I  mean, 
we've  put  close  to  half  a  billion  dollars  into  each  country,  but,  of 
course,  heavily  humanitarian. 

You  now  have  the  second  wave  of  reform  in  Ukraine,  Belarus, 
Armenia,  and  Georgia.  We  are  mobilizing  the  resources.  In  other 
words,  Armenia  and  Georgia  are  now  trying  to  shift  out  of  humani- 
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tarian  aid  into  this  comprehensive  reform  and  doing  a  very  good 
job.  That  is  what  we  now  wish — where  we  now  wish  to  put  a  lot 
of  resources,  while  continuing  core  support  for  reform  in  the  first 
four. 

And,  Congressman,  if  these  four  countries  can  lock  themselves 
into — can  integrate  democratic  and  market  reform  into  their  politi- 
cal and  economic  structures,  that  will  mean  that  8  of  the  12  coun- 
tries that  I  deal  with  will  have  done  that.  They  will  become — they 
will  be  on  the  path  to  market  democracy,  we  hope  irreversibly,  and 
that  will  be  a  major  strategic  gain  for  the  United  States.  So  we're 
doing  exactly  what  you're  recommending. 

HUMANITARIAN  ASSISTANCE  TO  ARMENIA 

Mr.  Porter.  Now  in  regards  to  the  humanitarian  aid  going  to 
Armenia,  for  example,  there  are  neighbors  of  Armenia's  that  are 
preventing  that  assistance  from  crossing  their  borders,  and  we 
might  understand  it  in  respect  to  Azerbaijan,  but  I  don't  under- 
stand it  in  respect  to  Turkey,  where  the  costs  of  our  getting  the  aid 
are  pushed  up  immensely  because  it  has  to  go  through  ports,  I  be- 
lieve, in  Georgia. 

Rep.  Joe  Kennedy  and  Rep.  Chris  Smith  have  introduced  a  bill 
recently  that  would  attempt  to  address  the  situation  and  simply 
say  that  countries  that  don't  allow  humanitarian  assistance,  let 
alone  other  assistance,  to  go  through  their  borders  should  not  ex- 
pect aid  from  the  United  States.  What  do  you  think  of  that? 

Mr.  Simons.  We  understand  the  impulse  behind  it.  We  think  it's 
too  rigid  and  too  comprehensive  in  terms  of  the  sanctions  that  it 
would  impose.  We  testified  before  Congress  and  I — yes,  we,  both  of 
us  testified  before  Congressman  Smith  the  other  day.  We  said 
we're  willing  to  work  with  him  to  see  whether  we  can  work  some- 
thing out  that  would 

TURKEY 

Mr.  Porter.  What  are  you  doing  to  deal  directly  with  the  Turks 
on  this  question  and  say,  "Look,  this  is  humanitarian  assistance. 
This  is  not  something  that  is  political?" 

Mr.  SIMONS.  Well,  first  of  all,  we  keep  telling  them  to  lift  the 
blockade.  I  mean,  that  is  a 

Mr.  Porter.  And  they  keep  saying  no. 

Mr.  Simons.  And  they  keep  saying  no,  and  we're  unwilling  to 
sanction  them  for  that. 

Second,  we  encourage  their  contacts  with  the  Armenians  which 
are  going  on.  I  mean,  you  know,  President  Ter-Petrosyan  told  us 
about  Armenia's  contacts  with  Turkey,  and  we'd  like  to  see  that  de- 
velop. Turkey  is  in  the  Minsk  group  which  is  trying  to  negotiate 
a  solution  to  the  Nagorno-Karabakh  problem,  which  is  I  think  a 
key  to  peace  in  the  whole  area,  which  we're  supporting;  and  it  has 
been  constructive.  So  that  is  the  approach  we  have  taken. 

Mr.  Porter.  I  see,  as  I  think  most  Americans  do,  Turkey  as  an 
important  country  in  the  region,  a  very  large  country,  a  country 
that  has  been  friendly  to  the  United  States,  a  country  that  has  in- 
ternal problems  that  we  should  be  concerned  about,  and,  yet,  in  so 
many  instances  they  are  unable  or  unwilling  to  be  forthcoming  on 
things  that  concern  our  country,  and  even  to  the  extent  of  block- 
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ading  humanitarian  assistance,  which  I  find  absolutely  despicable 
by  any  country.  I  really  think  you  need  to  put  some  tremendous 
pressure  on  them  in  this  instance  because  it's  simply  wrong.  It's 
simply  wrong. 

Mr.  Dine.  Mr.  Smith  asked  us  this  question  last  week  at  the 
hearing.  This  is  preliminary,  but  because  airlines  between  Turkey 
and  Armenia  are  different,  it  appears  that  they've  got  to  load  and 
offload  and  then  load  again.  The  costs  may  not  be  as  great  as  I, 
for  instance,  thought  originally.  So  the  financial  differences  may  be 
limited,  but  your  bigger  point  is  the  key 

Mr.  Porter.  I  was  going  to  say  you're  rationalizing. 

Mr.  Dine.  Yes,  exactly,  and  I'm  not  here  to  try  to  rationalize.  I 
wish  Turkey  would  recognize  Armenia  as  it  is,  as  a  neighbor,  and 
get  along  with  its  neighbor.  And  in  our  discussions  with  the  Gov- 
ernment, the  highest  officials  in  the  Armenian  Government,  includ- 
ing the  President,  he  has  constantly  talked  about  opening  up  a 
good  relationship  with  Turkey. 

Mr.  Porter.  Tom,  Armenia  is  a  country  of — what? — 3  or  4  mil- 
lion people. 

Mr.  Dine.  Right. 

Mr.  Porter.  Turkey  is  a  country  of  56  to  60  million  people. 

Mr.  Dine.  Right. 

Mr.  Porter.  Armenia  is  no  threat  to  Turkey.  I  mean  it's  non- 
sense. It's  nonsense.  It's  old  history  that  ought  to  be  put  aside,  and 
they  should  find  common  ground  and  be  good  neighbors  at  least, 
if  they  can't  be  good  friends. 

Mr.  Dine.  It  certainly  exacerbates  the  historical  problems  too. 

Mr.  Porter.  Yes,  exactly. 

Mr.  Dine.  So  from  a  psychological  point  of  view,  better  relations 
should  ensue. 

FAMILY  PLANNING  IN  THE  NEW  INDEPENDENT  STATES 

Mr.  Porter.  Can  I  ask  about  family  planning  in  the  NIS  coun- 
tries? 

Mr.  Dine.  Yes. 

Mr.  Porter.  Can  I  ask  one  more? 

Mr.  Callahan.  Yes,  yes. 

Mr.  PORTER.  I'm  told  there  are  a  huge  number  of  abortions  that 
go  on  in  the  NIS.  It's  left  over  from  the  Soviet  Empire,  but  its  a 
method  of  family  planning  that  should  never  be  a  method  of  family 
planning.  What  are  we  doing  to  focus  programs  of  voluntary  family 
planning,  contraception  and  women's  health  in  this  area,  which  I 
think  is  tremendously  important  to  get  over  these  horrible  inci- 
dents of  abortion? 

Mr.  Dine.  Well,  you  certainly  have  put  your  finger  on  a  critical 
health  problem  not  just  for  the  Russians,  but  for  the  non-Russians 
throughout  the  former  Soviet  Union  as  well.  And  the  number  of 
abortions  that  a  mature  woman  will  have  through  her  lifetime  con- 
tinues to  astound  me.  At  one  point,  I  had  been  told  by  various  ex- 
perts, it  was  seven  to  eight  per  woman,  but  now  I'm  told  it's  ten. 
I  was  told  this  by  Russian  health  experts. 

We  will  obligate  $15  million  in  Fiscal  Year  1995  for  family  plan- 
ning programs  in  Russia,  Ukraine,  Moldova,  and  the  Central  Asian 
Republics.  The  key  is  what  you  indicated  already,  Mr.  Porter,  and 
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that  is  finding  alternatives  to  this  abortion  method.  That  is  what 
we're  doing:  information  and  education,  and  trying  to  help  train 
some  of  the  hospital  administrators  in  a  way  that  they  will  pursue 
alternatives  to  abortion. 

I'll  give  you  an  example  that  I  think  is  so  graphic  and  it  in  a  way 
shows  that  you  can  have  unexpected  success.  You  know,  we've  got 
22  hospital  partnership  programs  across  the  former  Soviet  Union, 
American  hospitals  linking  up  with  former  Soviet  hospitals,  and 
I've  been  in  several  of  them.  Perhaps  you  have,  too. 

The  Savior  Hospital  in  Moscow,  which,  according  to  the  chief  ex- 
ecutive officer,  is  equivalent  to  Washington  General  Hospital,  has 
a  partnership  program  with  Pittsburgh's  McGee  Women's  Hospital. 
And  this  CEO  was  there  for  a  couple  of  days  in  Pittsburgh  and 
then  came  to  see  me  in  Washington.  And  I  asked  him  what  are  the 
results  of  this  effort?  And  he  said — he  ticked  them  off  very,  very 
much  with  discipline  and  leadership:  No.  1,  "we  now  strategically 
plan  all  our  finances,  and  this  includes  hiring  vice  presidents  for 
infection,"  because  the  infection  rate  in  these  hospitals  is  high,  as 
well  as  maintenance  and  operations.  Second,  "we  have  set  up  a 
women's  and  infants'  program,  prenatal  care,  family  planning,  and 
programs  dealing  with  young  teenage  women."  And,  third,  he  said 
the  third — and  it's  a  very  popular  program — he  said,  is  "the  other 
hospitals  of  Moscow  now  want  to  copy  us.  We  now  train  the  train- 
ers in  these  other  hospitals."  The  point  is  the  women  of  these  coun- 
tries want  to  change.  Many  don't  know  how  to  change,  but  we  are 
in  the  process  of  helping  them  change.  Fifteen  million  dollars  will 
not  restructure  the  whole  way  this  is  done  in  such  a  vast  land 
mass  and  with  240,  250  million  people,  but  we  are  trying. 

CONDITIONALITY 

Mr.  Callahan.  Stay  as  long  as  you  want  and  come  back  to  it. 
In  fact,  we're  going  to  have  to  address  conditionality.  I  think  what 
we  have  is  a  philosophical  conditionality.  On  the  one  hand,  you  tell 
the  Russians,  if  they  will  get  out  of  the  Baltic  States  or  if  they'll 
get  out  of  the  Independent  States  and  move  back  to  Russia,  we  will 
build  them  homes.  That's  conditionality.  And  then  you're  saying,  on 
the  other  hand,  we  don't  want  conditionality.  So  I  think  we're  going 
to  have  to  come  back  to  that. 

Mr.  Porter.  Mr.  Chairman,  thank  you  for  letting  me  ask  my 
questions. 

Mr.  Callahan.  Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

Mr.  Dine,  it's  good  to  see  you  again. 

Mr.  Dine.  It's  nice  to  see  you,  sir. 

ASSISTANCE  TO  RUSSIA 

Mr.  Lightfoot.  A  couple  of  quick  questions  and  I'll  submit  most 
of  them  for  the  record. 

In  your  testimony  you  said  that  our  task  in  the  Independent 
States  is  not  merely  to  build  an  economic  and  political  system  from 
scratch.  It's  more  than  that;  we  have  to  help  strip  away  the  mind 
set  that's  been  there  for  years,  and  so  on.  Barring  any  major 
changes  in  the  leadership  in  that  part  of  the  world,  how  soon  would 
you  expect  Russia  to,  for  lack  of  a  better  word,  graduate  from  AID? 
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Mr.  Dine.  I'd  like  to  ask  Ambassador  Simons  to  comment,  too, 
because  this  is  in  his  bailiwick.  But,  let  me  just  say  that  we've  al- 
ready made  a  decision  in  this  administration,  and  I  believe  it  was 
based  on  work  done  in  the  last  years  of  the  Bush  administration, 
that  Fiscal  Year  1998  will  be  the  last  year  of  obligations  for  our 
technical  assistance  programs  in  Russia.  Some  of  the  other  coun- 
tries will  require  more  effort.  Frankly,  from  our  perspective,  if  you 
look  at  the  12  countries  of  the  former  Soviet  Union,  Russia  is  way 
ahead  politically  and  economically,  with  all  its  problems,  and  God 
knows  that  they  have  large  problems.  So  we  want  to  give  them  the 
tools  to  totally,  dramatically  change  their  whole  structure,  and  they 
have  to. 

As  you  began  your  question,  I  thought  you  were  going  to  ask  it 
a  little  bit  differently,  but  I'll  add  what  I  was  thinking  anyway:  the 
psychological.  Most  American  businesses,  when  they  go  into  Russia 
or  the  other  countries,  won't  hire  people  over  35  years  of  age  be- 
cause they're  so  set  in  their  ways,  and  I've  thought  at  times,  many 
times,  about  Moses  taking  the  people  to  Israel  from  Egypt.  To 
change  that  mind  set  after  40  years  in  the  desert?  Maybe  even  a 
good  40  years. 

And,  also,  just  from  a  philosophical  point  of  view,  if  we  had  to 
change  ourselves  from  what  we  are  today  to  the  complete  opposite, 
none  of  us  around  this  table  could  do  it.  I  wouldn't  do  it,  but  that's 
what  they're  going  through  right  now.  If  you  want  to  put  yourself 
in  somebody  else's  moccasins  and  walk  20  miles  in  them,  go  out 
there  and  live  in  one  of  those  little  one-bedroom,  two-bedroom 
apartments  in  which  they've  had  a  pretty  miserable  time,  which 
Stalin  blessed  them  with.  And  just  the  idea  now  that  we  can  help 
privatize,  help  them  privatize  their  homes,  as  small  as  that  home 
may  be,  is  a  thrill  for  me  and  others  involved  in  this  program.  So 
that's  part  of  the  whole  dramatic  restructuring. 

1998  and  beyond,  they're  still  going  to  be  dependent  on  the  inter- 
national community  in  some  fashion,  but  I've  found  the  Russians 
to  be  very  well  educated,  thoughtful.  They  have  an  enormous  ten- 
sion in  their  society  whether  they  are  Western  or  Eurasian,  and 
that  ambivalence  comes  out  in  many  different  ways.  Having  said 
that,  we'll  give  them  the  best  of  what  we've  got  through  that  pe- 
riod. 

Mr.  Simons.  I  really  don't  have  much  to  add  to  that.  I  mean,  it 
will  always  be  a  judgment  call  because  the  transition  will  last  dec- 
ades, and  the  question  is,  when  it  is  irreversible  enough;  in  other 
words,  when  there  are  enough  sectors  that  have  sort  of  functioning 
laws,  institutions,  regulations,  that  you  can  move  out.  with  con- 
fidence. We've  kind  made  a  judgment  some  years  ahead  that 
they're  doing  well  enough  and  that  they  have  the  capacity  for  that 
to  happen  by  the  end  of  this  decade,  and  the  whole  program  is 
geared  to  that.  Now  if  we're  horribly  wrong,  we're  going  to  be  back 
up  here  either  earlier  or  later,  but  right  now  that's  the  prospect. 

PROLIFERATION  OF  NUCLEAR  TECHNOLOGY 

Mr.  LlGHTFOOT.  One  of  the  things  that  you  may  have  been  asked 
earlier — I  apologize  for  being  late,  but  the  whole  issue  of  prolifera- 
tion of  nuclear  technology  into  some  of  the  terrorist  states.  Russia 
agreed  to  help  complete — two  nuclear  reactors  in  Iran  recently. 
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And  some  of  the  officials  in  Russia  have  seemed  to  pretty  much 
shrugged  off  our  concerns.  In  a  couple  of  instances  I  remember  the 
Duma  basically  made  a  comment  along  the  lines  that,  if  we  cut  off 
aid,  it  would  have  zero  political  effect.  Another  Minister  for  Nu- 
clear Power  said,  you  know,  what's  $250  million  for  Russia,  like  go 
away,  America;  we  don't  care  about  all  this. 

What's  your  reaction  to  those  kinds  of  statements,  and  do  you 
think  that  that  kind  of  attitude  is  prevalent  toward  the  United 
States? 

Mr.  Simons.  I  don't  think  it's  prevalent.  I  think  it's  increasing. 
I  mean,  I  think  there's  a  certain  element  of  aid  fatigue  which  will 
be  exacerbated  by  hard  conditionality,  if  that's  what  we  end  up 
with.  But  I  don't  think  that  that's  the  main  point,  Congressman. 
I  think  the  main  point  is — well,  let  me  give  you  some  figures. 

At  the  peak  of  this  program,  this  program  provided  $10  per  cap- 
ita throughout  the  area.  What  we're  asking  for  and  what  we're 
project  next  year  in  Fiscal  Year  1996  funding  for  Russia  is  less 
than  $2  per  head  of  population.  Two  hundred  and  sixty  million  dol- 
lars is  our  projection.  We  don't  have  the  formal  CDs  up  yet,  but 
that's  what  we're  looking  at.  This  nuclear  reactor  deal  with  Iran  is 
worth  between  $1  and  $2  billion.  So  it's  not  unnatural  for  them  to 
say  that,  you  know,  but  the  trouble  is  it  doesn't  go  to  the  same  peo- 
ple. In  other  words,  cutting  off  assistance — you  know,  we  oppose 
that  sale.  We  think  it's  bad  for  Russia.  We  think  it's  bad  for  us. 
We  think  it's  bad  for  the  world.  But  to  cut  off  assistance  doesn't 
hurt  the  people  who  are  working  that  sale.  What  it  hurts  is  all  the 
reformers  spread  out  through  the  Russian  Government  and 
through  the  country,  who  then  would  have — would  not  have  either 
the  feeling  that  they're  being  supported  on  a  long-term  basis  from 
outside  or  the  resources  in  terms  of  advice  and  expertise  to  do  what 
they  want  to  do.  So  you'd  be  punishing  the  wrong  people,  and  I 
think  that  probably  would  be  my  response. 

Mr.  LlGHTFOOT.  I  suppose  the  same  argument  goes  for  those  of 
us  that  would  support  the  MFN  issue  with  China,  the  same  thing 
there. 

Mr.  Simons.  Whom  do  you  hurt? 

UKRAINE 

Mr.  LlGHTFOOT.  Yes,  you're  hurting  the  wrong  people. 

There's  talk  of  a  new  currency  in  the  Ukraine.  Is  that  accurate? 
Do  you  know  anything  about  it? 

Mr.  Simons.  I  think  it  is.  I  know  they  want  to  do  it.  I  don't  think 
it's  front  and  center  in  the  program.  The  program  focuses  on  other 
things.  I  think  it  would  be  a  relief  to  all  Ukrainians  because  that 
coupon  is  crazy  to  handle,  if  you've  been  to  Ukraine.  I  mean,  it 
takes  so  many  kind  of  thousands  and  millions.  But  Ukraine  is 
going  great  guns,  even  without  that  new  currency. 

Poland— I  was  Ambassador  to  Poland  from  1990  to  1993.  The 
Poles  have  just  put  in  a  new  currency  by  reducing  a  thousand 

Mr.  Wilson.  Who's  picture  is  on  it? 

Mr.  Simons.  Huh? 

Mr.  Wilson.  Who's  picture's  on  it? 

Mr.  Simons.  It  depends  on  the  bill.  Not  Pilsudski's  yet.  [Laugh- 
ter.] 
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The  Ukraine  is  overfulfilling,  Congressman 

Mr.  LiGHTFOOT.  We  can  get  your  picture  on  it,  Charlie. 

Mr.  Wilson.  That  would  be  good  or  maybe  the  two  of  us.  [Laugh- 
ter.] 

Mr.  SIMONS.  Ukraine  is  getting  very  high  marks  for  meeting  all 
the  initial  targets  under  the  systemic  transformation  facility  by  a 
wide  margin.  They've  lifted  price  controls  on  most  commodities. 
They're  raised  their  energy  prices.  They've  liberalized  trade  regula- 
tions. They've  tightly  restricted  credit.  They  have  launched  mass 
privatization.  They're  going  to  privatize  8,000  State  firms.  There 
was  two  C47s  carrying  50  million  privatization  certificates  which 
we  printed.  That  was  big  on  the  news  when  it  happened.  And 
they've  gotten  concrete  results.  I  mean,  inflation  is  coming  down. 
The  budget  deficit  is  coming  down.  The  agreement,  which  I  hope 
they  sign  tomorrow,  will  call  for  a  budget  deficit  of  at  maximum 
4  percent  of  gross  domestic  product.  That  means  that  the 
privatized  firms  are  going  to  have  to  operate  on  their  own  because 
the  Government's  not  going  to  have  the  funds  to  subsidize.  I  mean, 
this  is  major  progress  toward  the  market,  and  we  hope  that  they're 
going  to  complete  the  process  of  price  liberalization  and  expand  ex- 
port liberalization  and  tighten  that  budget  and  monetary  policy.  I 
mean,  everything's  going  in  the  right  direction.  They  really  deserve 
support. 

Mr.  Callahan.  We  will  have  to  go  along. 

Mr.  Dine.  Let  me  just  add  one  thing 

Mr.  Callahan.  Okay. 

Mr.  Dine  [continuing].  Because  it  pertains  to  all  of  us.  I've  seen 
the  difference  over  a  13-month  period  what  happens  when  you 
don't  have  President  Kuchma  and  when  you  do  have  President 
Kuchma  in  charge.  When  a  President  gives  direction  and  people 
follow,  it's  an  amazing  event,  and  the  United  States  is  part  of  that 
change  and  we  ought  to  be  proud  of  it  and  we  ought  to  be  there 
to  support  the  Ukrainians  as  they  take  on  the  difficult  task.  And 
the  changing  of  the  currency  is  just  going  to  be — is  more  symbolic 
than  anything  else,  but  it  has  to  get  its  house  in  order  and  it  will; 
I'm  convinced. 

Mr.  Wilson.  Mr.  Chairman,  could  I  have  just  a  minute? 

Mr.  Callahan.  Sure. 

CONDITIONALITY 

Mr.  Wilson.  I'm  only  going  to  take  a  minute,  and  I  don't  need 
a  response  because  I  want  the  two  junior  members  to  get  a  chance 
to  ask  questions. 

But  I  think  a  point  needs  to  be  made  on  conditionality.  We  have 
made  the  decision  to  help  Russia  and  the  newly  Independent 
States  because  we  think  it's  in  our  national  interest  and  not  be- 
cause we're  charitable.  At  the  end  of  the  World  War  II,  when  we 
made  the  decision  under  President  Truman,  with  the  full  consulta- 
tion and  agreement  of  the  Republican  leadership  in  Congress.  We 
didn't  do  that  because  we  wanted  France  and  Norway  to  vote  with 
us  in  the  United  Nations.  We  did  that  because  we  thought  it  was 
in  the  American  interest.  And  we  have  made  the  decision  so  far, 
although  it  may  be  changed,  we've  made  the  decision  that  it's  much 
more  in  our  interest  to  have  a  noncommunist,  strong  Russia  and 


63 

former  Independent  States  that  are  moving  toward  democracy  than 
it  is  to  have  the  kind  of  defense  budgets  that  we  had  five  years  ago. 
I'd  just  like  to  make  that  point. 

Mr.  Simons.  It  also  helps  with  UN  votes  down  the  line. 

Mr.  Wilson.  Yes,  down  the  line. 

Thank  you. 

Mr.  Callahan.  Mr.  Forbes. 

Mr.  Forbes.  Thank  you,  Mr.  Chairman. 

STATE  OF  AFFAIRS  IN  RUSSIA 

I'd  like  to  follow  up  on  Chairman  Lightfoot's  line  of  questioning 
for  a  moment  here.  You  say  that  the  $260  million  that  we're  talk- 
ing about  for  Russia,  if  we  were  somehow  to  put  that  money  in 
jeopardy,  we  would  be  hurting  the  wrong  people.  That's  supposing, 
I  guess,  that  this  money  is  getting  to  the  reformers,  and  that's 
something  that  I  would  seriously  question.  The  state  of  affairs  in 
Russia,  by  my  way  of  thinking,  is  significantly  different  than  it  was 
three  years  ago.  There  doesn't  seem  to  be  virtually  any  of  the  eco- 
nomic reformers  from  1992  left  in  the  government.  Russian  foreign 
policy  has  clearly  become  more  aggressive,  and  I  would  suggest 
contrary  to  the  U.S.  interests.  There  seems  to  be  fairly  solid  evi- 
dence that  Russia  is  violating  the  biological  and  chemical  weapon 
agreements,  and,  most  egregiously  to  me,  they  seem  to  be  fervent 
about  providing  nuclear  technology  to  an  international  outlaw  that 
I  would  call  Iran,  and  they  have  participated  in  the  slaughter  of 
30,000  people  in  Chechnya.  And  I  would  question,  to  be  honest 
with  you,  the  wisdom  of  continuing  to  expend  that  kind  of  money 
because  it  is  a  different  place  than  it  was  three  years  ago.  I'm  not 
sure  that  Russia  is  amenable  to  moving  in  the  direction  they  sug- 
gested they  were  three  years  ago,  and  I  would  question  whether  it 
is  in  the  American  interest  at  this  point  to  continue  to  expend  tax- 
payer dollars  on  Russia. 

And  I'd  ask  the  Ambassador  to  comment  on  that,  if  he  would. 

REFORM  IN  RUSSIA 

Mr.  Simons.  Congressman,  I  hate  to  say  it,  but  I  think  I  disagree 
and  we  disagree  practically  down  the  line.  We  think  that  the  as- 
sistance, which  is  mainly  American  advice  and  know-how  provided 
by  American  experts,  is  getting  to  the  right  people,  is  getting  to  re- 
formers. Reform  is  going  on.  My  annual  report  on  the  Russia  sec- 
tion is  full  of  examples.  Mr.  Dine  can  give  you  lots  of  examples.  We 
don't  think  it's  being  diverted.  We  don't  think  it  solves  all  the  prob- 
lems. Russia  is  doing  things.  We  also  are  shocked  at  what  has  hap- 
pened in  Chechnya.  We  are  putting  assistance  into  Chechnya  to 
help  the  victims  of  that,  but  also  pushing  the  government  to  clean 
it  up.  There  are  lots  of  things  we  don't  like.  We  don't  like  the  nu- 
clear reactor  sales,  but  we  think  that  Russia  remains,  on  balance, 
a  reforming  country.  There  are  reformers  in  central  government 
and  on  the  ground,  in  the  provinces  at  various  levels,  that  Amer- 
ican assistance  is  supporting.  It  would  be  a  mistake  at  this  point 
to  make  the  judgment  that  the  book  is  closed  on  reform  in  Russia. 
The  evidence  goes  the  other  way.  And  to  pull  out  now  and  leave 
them  in  the  lurch  would  sacrifice  a  very  large  investment  in  reform 
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and  we  think  would  pull  us  out  of  the  picture  of  trying  to  make 
a  critical  difference  to  make  it  successful. 

Mr.  Dine.  Could  I  also  comment,  please?  I,  too,  disagree  with 
your  assertion.  We  at  USAID  deal  with  the  First  Deputy  Prime 
Minister,  Anatoliy  Chubais.  This  is  a  man  who  came  out  of  St.  Pe- 
tersburg to  the  Yeltsin  government  as  head  of  privatization  and 
now  head  of  economic  policy  in  the  country.  I've  seen  the  man  at 
work.  I  see  the  tension  he's  under.  I've  also  seen,  as  has  Ambas- 
sador Simons,  Prime  Minister  Chernomyrdin.  Chernomyrdin  came 
out  of  the  gas  company,  the  largest  company  in  the  world,  and  he's 
become  a  reformer,  maybe  for  practical  reasons.  That's  okay.  I  don't 
believe  anyone  should  ask  anyone  why  they  vote  the  way  they  do, 
just  how  they  vote. 

But  when  Tom  Simons  and  I  engage  with  the  Vice  President  in 
the  Gore-Chernomyrdin  Commission  meetings,  it's  very  interesting 
to  watch  Chernomyrdin,  the  reformer,  lead  the  Russian  delegation. 

Mr.  Simons.  And  I  would  add  that  the  Armenian  Prime  Minister 
came  back  from  the  Commonwealth  of  Independent  States  meeting 
in  Almaty  to  meet  with  us,  and  he  said  he'd  never  seen 
Chernomyrdin  so  inflamed  for  reform.  So  the  result  of  Chechnya  is 
to  make  him  more  committed  rather  than  less  committed  to  pro- 
ceed. 

PRIVATIZATION 

Mr.  Dine.  And  just  to  continue  with  this  sort  of  third-dimen- 
sional look,  Russia  is  not  the  place  it  was  three  years  ago  because 
it's  so  dynamic.  It's  an  organism  that's  growing  and  changing  and 
it's  showing  that  change  can  take  place.  The  whole  privatization 
process,  taking  property  that  was  held  by  the  State — frankly,  the 
Czars  held  onto  a  lot  of  it  as  well — and  turning  it  into  private  com- 
panies, private  plots  of  land,  as  well  as  small  apartments,  is  a  revo- 
lution, a  nonviolent  revolution. 

And,  the  Russian  leaders  will  tell  you  that  privatization  could 
not  have  happened  in  Russia  without  the  United  States  Agency  for 
International  Development.  Now  it's  going  to  have  enormous  com- 
mercial and  economic  consequences  for  this  country.  And  while  the 
amount  of  trade  and  investment  now  is  limited,  I  believe  in  five 
years  when  we  sit  here,  it's  going  to  be  enormous. 

U.S.  PRIVATE  INVESTMENT 

Mr.  Forbes.  Let  me  follow  up  real  quickly,  if  I  might.  Of  course, 
the  administration  for  two  years  defended,  and  Congress  has  ap- 
propriated, large-scale  amounts  of  money  for  the  former  Soviet 
States.  At  the  same  time,  the  administration  has  stated  repeatedly 
that  they  want  to  see  an  encouragement  of  U.S.  private  investment 
in  these  countries,  feeling  that  it's  critical  to  the  reform  process. 

We're  pumping  $700  million  into  Ukraine  but  there's  a  relation- 
ship that  developed  that  was  cited  in  a  New  York  Times  article  of 
January  1st  regarding  the  importation  of  wool  coats  from  Ukraine, 
in  which  the  administration  in  November  slapped  a  stiff  quota  on 
the  Ukrainian  coats,  some  would  suggest  in  response  to  some  con- 
cern that  came  out  of  the  former  Senate  Majority  Leader's  office  in 
the  103rd  Congress. 
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And  I  would  ask  you,  how,  on  the  one  hand,  can  we  be  pumping 
this  kind  of  taxpayer  assistance  into  the  country  and  then  tie  the 
hands  of  both  the  importers  here  in  the  U.S.  and  the  exporters 
there?  Apparently,  they've  lost  over  300  jobs  in  Ukraine  at  this  one 
factory  as  a  result  of  that  quota.  How  can  we  have  one  foot  on  the 
gas  pedal  and  the  other  on  the  brake  and  try  to  get  this  policy  to 
move  forward? 

Mr.  Simons.  Well,  you've  got  to  be  kind  of  adept.  [Laughter.] 

You've  got  to  say  to  yourself  that  you're  going  to  abide  by  U.S. 
law  and  regulation,  even  if  you  get  contradictory  effects.  And  my 
understanding — I'm  not  an  expert  on  it;  I  mean,  I  would  have  to 
check  this  answer — is  that  the  kind  of  increase  in  exports  of  these 
women's  coats,  the  degree  of  increase  over  the  course  of  a  single 
year  creates  a  presumption  of  injury  for  the  industry,  for  the  do- 
mestic industry,  under  U.S.  law  and  regulation  which  requires  a 
quota  to  be  put  on 

Mr.  Forbes.  We've  hurt  a  New  York  firm  at  the  same  time.  So, 
I  mean,  we've  got  contrary  policy  here. 

If  I  could  ask  for  the  record  if  you  could  perhaps  provide  some 
guidance  to  this  committee  as  to  where  our  trade  rules  are  running 
counter  to  what  we're  trying  to  do  in  the  NIS  States,  I'd  appreciate 
it. 

Mr.  Dine.  By  the  way,  this  issue  was  brought  up  to  us  while  we 
were  in  Ukraine  just  three  and  a  half  weeks  ago,  and  it's  clear. 

Mr.  Simons.  But  I  think  you  also  should  not  doubt  our  commit- 
ment through  this  program  and  other  programs  to  make  Ukraine 
prosperous,  as  well  as  democratic  and  independent.  I  mean,  I  think 
in  all  of  these  States  we're  going  to  have  to  deal  with  this  issue 
down  the  road  as  they  become  efficient  producers  able  to  compete 
in  modern  markets,  including  ours. 

Mr.  Forbes.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Bunn? 

Mr.  Bunn.  Thank  you,  Mr.  Chair. 

RUSSIAN  AID 

In  recent  years,  Russia's  exercised  its  military  power  in  several 
republics.  Given  Russia's  dire  economic  situation,  isn't  it  reason- 
able to  assume  that  our  assistance  is  indirectly  subsidizing  these 
ventures? 

Mr.  Simons.  Congressman,  I  think,  once  again,  it's  a  question  of 
whom  the  money  goes  to.  I  mean,  at  the  outside  in  any  political 
system  funding  is  evidently  fungible.  I  mean,  I  think  that's  true  in 
ours,  too.  Government's  set  priorities  and  sometimes  priorities  are 
contradictory. 

But  this  assistance,  which,  once  again,  I  won't  call  it  a  drop  in 
the  bucket;  it  really  has  been  quite  considerable,  but  in  terms  of 
need  or  of  the  budgets  of  this  area,  it  operates  at  the  margin,  al- 
though we  think  it's  a  critical  margin;  it  doesn't  go  to  the  military. 
It  goes  to  reformers.  We  are  trying  to  develop,  for  instance,  the 
military  cooperation,  just  as  we  have  law  enforcement  programs 
which  try  to  develop,  try  to  help  reformers  in  the  law  enforcement 
agencies  develop  modern  programs  where  they  will  be  democratic. 

Mr.  Dine.  I'd  like  to  add  just  a  reminder.  This  is  not  a  cash  pro- 
gram. In  my  previous  position,  I  dealt  with  a  program  that  really 
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transferred  money  from  one  treasury  to  another  treasury,  and 
there  you  saw  fungibility.  The  argument  was  made.  Mr.  Wilson 
made  the  argument,  as  I  recall,  at  one  point,  and  it  was  a  fair  ar- 
gument. 

In  this  case,  we  are  finding  the  very  best  and  brightest  American 
experts,  contracting  with  them,  or  in  terms  of  the  nongovernmental 
organizations  agreeing  to  grants,  and  then  they  go  out  and  work 
with  their  counterparts  to  get  a  job  done.  My  guess  is  if  there  were 
not  a  technical  assistance  program  between  the  United  States  and, 
in  this  case,  Russia,  the  Russians  themselves  would  not  put  out  the 
money  to  hire  the  same  personnel.  We  are  a  stimulant.  We  are  a 
transferor  of  know-how,  and  I  think  we  are  making  a  difference. 

Mr.  Bunn.  Well,  it  would  sound  like  they're  not  very  committed 
to  the  reforms  that  we're  committed  to. 

Mr.  Dine.  No,  they  don't  have  the  money. 

Mr.  Simons.  No,  but  some  are  and  some  aren't. 

Mr.  Bunn.  Thank  you. 

Mr.  Callahan.  We're  going  to  have  some  more  questions,  but 
we're  going  to  have  a  series  of  votes.  We've  got  this  vote,  then  two 
five-minute  votes,  but  I'd  ask  you  all  to  stay  around,  and  we'll  just 
come  and  go,  because  I'm  sure  there  are  some  more  questions. 

I  don't  want  you  all  to  think  I'm  getting  obsessed  with  this  Rus- 
sian housing  thing,  but 

Mr.  Wilson.  I  was  going  to  talk  about  that,  Mr.  Chairman,  but 
I  just  didn't  see  much  point  in  it.  [Laughter.] 

RUSSIAN  OFFICER  HOUSING  PROGRAM 

Mr.  Callahan.  But,  Mr.  Dine,  I'd  like  to  ask  you  a  question 
about  the  housing  program.  You  know  my  position. 

Mr.  Dine.  Yes,  sir. 

Mr.  Callahan.  I  don't  have  to  re-emphasize  that.  But  I  would 
like  to  direct  a  question  to  you  in  your  capacity  as  a  representative 
of  the  Agency  for  International  Development.  I  know  this  program 
is  a  political  payoff  to  the  Russian  Government.  I  would  like  to 
know  if  this  program  has  any  development  component  at  all.  I 
don't  think  it  does.  Doesn't  it  pain  AID,  whose  mission  is  dedicated 
to  help  people  pull  themselves  out  of  poverty,  to  have  to  spend  the 
valuable  time  of  the  AID  professionals  carrying  out  a  program  that 
has  nothing  to  do  with  either  AID's  mission  or  its  mandate?  I 
would  just  like  an  answer  to  that  specific  question. 

Mr.  Dine.  I  can  give  you  one  developmental  outcome  of  this  polit- 
ical issue.  In  the  pilot  program,  the  initial  plan  for  building  450 
housing  units,  we  at  AID  learned  a  lot.  We  learned  how  to  deal 
with  municipal  governments  or  not  how  to  deal  with  municipal  gov- 
ernments; how  to  deal  with  contractors  or  not  deal  with  contrac- 
tors. We  got  involved  in  the  real  estate  sector.  And,  in  doing  so,  it 
helped  to  formulate  our  real  developmental  housing  program. 

As  I've  indicated,  so  many  of  the  housing  units  have  now  been 
privatized.  We  have  several  programs  in  the  larger  cities  setting  up 
maintenance  firms  to  go  into  these  quite  rundown  housing  units, 
these  massive  apartments  that  Stalin  and  Khrushchev  and  Brezh- 
nev built.  So,  in  a  sense  the  knowledge  and  experience  has  had  an 
impact  on  complementary  development  initiatives.  I  don't  want  you 
to  think  it  was  just  a  political  quid  pro  quo. 
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Mr.  Simons.  I  can  carry  it  one  set  forward,  Mr.  Chairman,  be- 
cause AID's  experience  in  housing  sector  reform — AID  has  also 
been  working  with  the  World  Bank,  using  that  experience  to  help 
the  World  Bank  develop  a  $500  million  housing  sector  loan.  So  in 
that  sense,  great  oaks  from  little  acorns  grow. 

Mr.  Callahan.  I  know  ultimately  I'm  going  to  lose  this  battle. 
I  understand  that,  but 

Mr.  Dine.  We're  going  to  be  with  you  every  step  of  the  way,  sir. 

Mr.  Callahan.  I  understand  that,  Tom.  [Laughter.] 

But  let  me  tell  you,  I  say  I'm  going  to  lose  this  battle,  but  I'm 
not  going  to  lose  this  war.  You  all  are  going  to  pay  for  it.  [Laugh- 
ter. 1 

Mr.  Dine.  That's  why  we  want  to  be  with  you. 

Mr.  Callahan.  And  let's  talk  about  that  now.  You  came  to  my 
office  about  a  month  ago  and  we  talked  about  this,  and  I  was,  I 
thought,  a  perfect  gentleman,  but  I  was  very  candid  with  you,  and 
you  told  me  that  program  expenditures  were  less  than  $10  million. 
And  we  discussed  that  and  you  showed  me  some  pictures  of  the 
houses.  And,  anyway,  a  week  later,  when  the  House  rescinded  the 
$110  million,  which  I  had  told  you  that  I  wanted  to  put  a  hold  on, 
then  they  tell  me  that  within  the  next  six  or  seven  days  they  spent 
$40  million.  Now  how  could  that  happen?  I  mean,  $30  million  a 
week? 

Mr.  Dine.  Yes,  we  met  on  February  1st  in  your  office.  We  had 
a  very  good  meeting,  and  I  tried  to  explain  that  our  program  was 
going  as  fast  as  possible  because  of  political  pressures 

Mr.  Callahan.  That's  pretty  fast. 

Mr.  Dine.  All  right.  All  construction  subcontracts  under  the  pro- 
gram were  signed  in  December,  and  I  gave  you  the  figures  as  of 
December  31.  But  since  then  the  acceleration  of  those  subcontracts' 
activities  took  place. 

Mr.  Callahan.  They  accelerated  them  beginning  in  December, 
Tom,  as  you  well  know,  because  they  feared  that  we  might  make 
some  changes. 

Mr.  Dine.  No,  I  disagree  with  that,  sir — respectfully.  There  is  not 
a  direct  relationship  between  our  meeting  and  your  views  because 
your  views  have  been  well  known  over  the  years.  We  tried  to  accel- 
erate the  whole  program.  We  wanted  to  get  in  and  get  out  and  ac- 
complish our  mission  quickly. 

Mr.  Callahan.  Isn't  it  unusual,  though,  for  a  program  of  this 
magnitude  to  obligate  all  the  money  the  first  week  or  the  first 
month  of  the  program  capability?  I  mean,  are  you  telling  me  that 
in  the  month  of  November,  which  took  place  immediately  right 
after  the  elections,  that  the  entire  $160  million  program  was  com- 
mitted in  advance?  I  mean,  do  we  always  commit  that  rapidly  or 
did  we  just  do  it  for  the  housing  program? 

Mr.  Dine.  Much  of  it  has  to  do  with  the  housing  program.  Let 
me  be  very  honest  with  you.  As  I've  indicated,  we  had  trouble  in 
the  beginning.  The  construction  of  the  first  450  housing  units  was 
a  slow  process.  By  the  time  we  got  through  that  effort  and  into  the 
5,000,  the  acceleration  was  possible  because,  frankly,  of  pressure 
from  the  Yeltsin  government,  as  well  as  our  own,  to  get  the  job 
done. 
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Mr.  Callahan.  Why  didn't  we  tell  him,  slow  down  over  there  in 
Chechnya  and  we'll  send  you  all  the  money?  I  mean,  that's  the  con- 
ditionally. So  we  don't  want  to  do  that.  But  go  ahead. 

Mr.  Dine.  Well,  the  rising  expenditures  reflect  the  increased  ac- 
tivity. And  when  we  met,  the  disbursements  were  just  $9  million, 
and  as  of  mid-February  the  accrued  expenditures  were  about  $40 
million. 

Mr.  Callahan.  Didn't  you  all  come  to  us  originally  when  I  ob- 
jected to  this  program  and  say,  "The  reason  it's  necessary  is  two- 
fold. No.  1,  there's  no  place  for  the  Russian  soldiers  to  move  to  be- 
cause there's  no  housing  available."?  Didn't  you  all  testify  to  that 
effect  before  our  committee?  Didn't  you  say  there  was  no  housing 
available  and  that's  why  it  was  necessary  to  have  money  to  build 
houses,  and  didn't  you  say  it  would  be  unwise  to  group  them  all 
together,  that  you  wanted  to  spread  them  out,  so  they  couldn't  re- 
organize? Now  what  you're  saying,  suddenly  you  found  houses,  that 
the  Russians  lied  to  us,  that  there  are  really  houses  available,  and 
that  we're  taking  half  this  money  and  we're  giving  them  $25,000 
to  let  them  buy  existing  homes.  Did  the  Russians  lie  to  us?  Why 
did  suddenly  there  become  so  many  houses  available  on  the  market 
that  they  could  buy  with  just  a  voucher  with  half  the  money?  I 
mean,  what  happened? 

Mr.  Dine.  Initially  we  went  to  areas  of  the  country  where  many 
of  these  demobilized  officers,  didn't  want  to  live.  So  the  voucher 
part  of  that  program,  which  was  thought  through  in  the  spring  and 
the  summer,  had  to  do  with  the  coming  deadlines  in  Estonia  and 
Latvia,  and  we  wanted  to  find  every  which  way  possible  to  lure 
those  soldiers  out  of  there  as  quickly  as  possible. 

Mr.  Callahan.  All  right,  we'll  accept  that.  Now  the  State  De- 
partment comes  to  us  and  they  tell  us  that  the  Russians  are  hor- 
rible people,  that  we  have  Jewish  people  there  who  want  to  leave 
Russia,  and  they  won't  let  them  leave.  And  then  we  talk  them  into 
leaving.  So  all  of  the  Jewish  refugees  leave  Russia  and  they  go  to 
Israel,  and  then  they  want  money,  which  we  provide,  for  them  to 
build  homes  and  to  re-establish  themselves  in  Israel.  Now  what 
happened  to  the  homes  they  moved  out  of?  I  mean,  why  couldn't 
we  take  those  homes,  since  we're  buying  the  refugees  new  homes, 
why  couldn't  we  take  the  old  homes  that  they  were  living  in  and 
give  them  to  the  Russian  officers? 

These  are  questions  that  people  in  Alabama  might  ask,  Tom.  And 
I  know  that  our  level  of  intelligence  and  understanding,  especially 
of  international  policy,  is  not  to  your  degree  or  to  anyone's  degree 
at  the  State  Department,  (of  course,  I  am  being  facetious).  But 
that's  a  logical  question  for  a  constituent  to  ask  me,  and  he  did, 
and  I  want  to  be  able  to  remember  what  you  tell  me.  So  make  it 
very  simple,  so  I  can  convey  that  information.  [Laughter.] 

Mr.  Dine.  Well,  first  of  all,  I've  been  in  your  home  town  several 
times  and  I  found  the  level  of  intelligence  quite  high  there  and,  as 
you  know,  I  know  some  of  your  constituents. 

Mr.  Simons.  Higher  than  in  the  State  Department.  [Laughter.] 

Mr.  Callahan.  Well,  sophistication,  then,  maybe. 

Mr.  Dine.  Well,  they're  pretty  sophisticated. 

I  don't  know  which  homes  are  available. 
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Mr.  Callahan.  Well,  I  mean,  what  happened?  Where  did  the 
emigres  live?  The  ones  that  left,  were  they  street  people? 

Mr.  Dine.  So  many  of  those  Russians  are  bunched  in  those  very 
small  quarters. 

Mr.  Callahan.  Oh,  so  we  don't  want  to  cramp  these  retired 

Mr.  Dine.  No,  no,  no,  no.  [Laughter.l 

When  one  couple  and  the  children  leave,  that  doesn't  mean  that 
the  unit  is  not  occupied.  I  don't  know  the  specifics  of  this  group 
versus  that  group.  All  I  can  tell  you  is  that  in  a  short  period  of 
time  the  Agency  for  International  Development,  which  is  not 
known  for  speed,  is  going  as  fast  as  possible  to  get  this  job  done. 
It  is  a  presidential  commitment.  The  Congress  of  the  United  States 
has  been  part  of  it,  and  we  are  trying  to  fulfill  the  agreement. 

FOREIGN  AID  COMMITMENTS 

Mr.  Callahan.  Well,  we  won't  belabor  it  any  longer.  But  I've 
asked  the  Secretary  of  State  and  I'll  ask  you  all,  and  everybody 
else,  you  know,  for  God's  sake,  when  the  Secretary  or  especially  the 
President  has  a  State  dinner  and  they  hold  up  that  glass,  espe- 
cially as  many  times  as  Mr.  Yeltsin  likes  to  raise  a  glass,  please 
ask  the  President  to  stop  committing  monetary  help  to  foreign 
countries  to  the  point  where  we  then  are  the  renegers,  as  he  calls 
us;  that  we  are  the  ones  who  are  reneging  on  a  commitment  that 
the  President  made. 

I  see  yesterday  that  Mrs.  Clinton  was  promising  $100  million  of 
your  money.  Now  I  don't  consider  that  a  commitment,  and  I  want 
the  administration  to  be  fully  aware  of  that,  that  they  might  be 
able  to  come  over  and  push  these  things  down  our  throat,  and  they 
may  be  very  good  programs,  but  just  because  the  President  or  the 
First  Lady  makes  a  commitment,  it's  not  a  commitment  of  this 
Congress  nor  the  people  of  the  United  States.  We  want  to  give  the 
President  all  the  latitude  that  we  can.  We  want  him  to  run  foreign 
policy.  That's  fine  with  us. 

But  tell  him  that  we  have  a  deficit,  that  that  deficit  is  about 
$200  billion  a  year,  and  that  we  have  a  debt  that's  somewhere  be- 
tween $4  and  $5  trillion,  and  that's  the  reason  we  don't  want  him 
to  commit  resources,  because  we're  concerned  about  the  deficit  and 
we  want  to  balance  the  budget.  We  can't  be  giving  money  to  every- 
body who  comes  over  here  and  makes  a  speech.  We  can't  be  forgiv- 
ing debt  to  people  that  owe  us  money  just  because  they  come  and 
make  a  speech  to  Congress  or  have  a  dinner  at  the  White  House. 
I'm  sure  the  President  wants  to  balance  the  budget  as  badly  as  we 
do  and  as  quickly  as  we  want  to,  but  we  must  stop  making  these 
commitments. 

Mr.  Simons.  I  understand  your  logic  and  your  passion  on  this 
issue,  but  I  think  it's  also  fair  to  say  that  this  program  has  been 
briefed  and  notified  to  the  Congress  in  1993 

Mr.  Callahan.  No,  no,  no.  Not  as  far  as  this  Russian  program 
is  concerned.  I  was  a  member  of  this  committee.  They  committed 
this  money  in  November  after  the  election,  and  I  understand  the 
notification  went  to  someone  in  the  Senate.  Now  I  don't  know 

Mr.  Simons.  No,  but  the  program,  the  $160  million  for  Russian 
officer  housing  and  retraining,  was  part  of  the  1994  appropriation 
which  passed  the  Congress  in  1993,  and  it's  been  out  there  ever 
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since.  So  it  is  not  a  new  thing  that  was  kind  of  just  foisted  on  the 
Congress. 

Mr.  Callahan.  Oh,  I  understand  that. 

Mr.  Simons.  I  mean,  it's 

Mr.  Callahan.  I  understand.  That  compounds  the  problem  even 
more  because  we  had  to  expedite  the  program.  I  mean,  we  had  to 
get  something  on  the  way  in  six  months  so  the  troops  could  be 
moved  out  of  the  other  countries.  And  now  here  we  are,  three  years 
later;  are  the  troops  still  in  those  countries? 

Mr.  Simons.  No. 

Mr.  Callahan.  Well,  where  are  they  living  then. 

[Mr.  Simons  smiles,  but  does  not  respond.] 

Either  they're  still  in  the  country 

Mr.  Simons.  No 

Mr.  Callahan  [continuing].  Or  they're  street  people. 

Please  say  answers  so  they  can  record  you  (referring  to  the  ver- 
batim reporter). 

I'm  going  to  submit  some  questions  to  both  of  you  and  ask  that 
you  respond  as  quickly  as  possible. 

Do  you  have  a  separate  budget  justification  just  for  the  NIS? 
Now  you  said  that  you  were  going  to  spend  two-thirds,  I  think,  in 
the  Independent  States? 

Mr.  Simons.  Non-Russian.  To  the  non-Russian  States 

Mr.  Callahan.  Right. 

Mr.  Simons  [continuing].  The  NIS. 

Mr.  Callahan.  Right. 

Well,  it's  in  that  big  green  book 

Mr.  Dine.  Well,  it's  in  the  congressional  presentation  of  the  Unit- 
ed States  Agency  for  International  Development.  It's  all 

Mr.  Callahan.  I  understand  that.  I  know  it's  in  that  big  book 
or  two  of  those  big  books. 

Mr.  Dine.  Yes,  I  tore  mine  up  just  so  I  could  use  it. 

Mr.  Callahan.  Oh,  I  see.  Well,  anyway,  if  you  could  just  send 
that. 

Why  don't  we  just  submit  the  rest  of  the  questions  to  you? 

I  want  to  thank  you  all  for  coming  and  hope  you  understand  that 
I  don't  enjoy  some  of  this  any  more  than  you  do. 

Mr.  Dine.  I've  enjoyed  this.  You're  the  fourth  chairman  I've  testi- 
fied before  of  this  subcommittee  and  this  is  the  first  time  that 
there's  been  this  kind  of  give-and-take. 

[Questions  and  Answers  for  the  Record  follow:] 

Questions  for  the  Record  Submitted  by  Congressman 

Livingston 

SUBMITTED  TO  STATE  DEPARTMENT 

The  Center  for  Citizen  Initiatives 

Question.  The  Center  for  Citizen  Initiatives — U.S.A.,  which  has  substantial  expe- 
rience in  the  New  Independent  States,  suggests  moving  away  from  top-down  re- 
structuring of  existing  enterprises  in  the  N.I.S.  and  instead  focusing  on  "Bottom-up" 
assistance  by  supporting  innovative  risk-taking  entrepreneurs  who  will  develop  new 
businesses  outside  of  corrupted  state  organizations.  They  suggest  low-budget,  volun- 
teer intensive,  skills  transfer  programs  which  facilitate  volunteer  support  and  part- 
nership between  U.S.  and  N.I.S.  citizens. 
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The  Center  proposes  a  Productivity  Enhancement  Proposal  to  bring  N.I.S.  private 
producers  to  the  U.S.  for  practical  internships  with  counterpart  Ajnerican  producers. 
They  envision  broad  outreach  to  private  businesses,  voluntary  organizations,  trade 
associations  and  local  governments  throughout  the  U.S. 

Do  you  agree  that  we  need  to  refocus  our  efforts  on  assisting  innovative  entre- 
preneurs who  are  breakaways  from  the  former  state  enterprises,  and  do  you  think, 
that  the  Productivity  Enhancement  Proposal  has  merit? 

Answer.  We  strongly  agree  that  U.S.  assistance  should  support  the  efforts  of  inno- 
vative entrepreneurs  who  seek  to  establish  new  market-oriented  commercial  ven- 
tures and  strengthen  private  sector  institutions.  A  variety  of  U.S.  programs  are,  in 
fact,  already  doing  this.  And  their  impact  is  expected  to  grow  in  the  period  ahead 
as  programs  move  from  the  planning  and  organization  stage  to  full-scale  implemen- 
tations. 

USAID  has  established  Business  Service  Centers  in  eight  Russian  cities  that  are 
specifically  aimed  at  helping  small  private  businesses.  The  centers  provide  business 
courses,  advice  on  starting  small  businesses,  support  for  business  associations,  advo- 
cacy to  local  governments  on  business-friendly  laws  and  regulations,  and  networking 
with  foreign  and  domestic  financial  institutions  on  possible  sources  of  capital. 

USAID  also  provides  financial  support  to  the  Morozov  Centers,  a  network  of  train- 
ing centers  housed  in  local  Russian  universities  and  institutes  that  offer  educational 
courses  to  private  business  representatives  and  entrepreneurs. 

The  Peace  Corps  has  established  their  own  business  advisory  centers  in  which  vol- 
unteers with  business  training  and  experience  provide  out-reach  services  to  local 
businesses.  Small  business  and  entrepreneurial  start-ups  receive  special  attention. 

USAID  and  the  U.S.  Information  Agency  (USIA)  support  a  large-scale  training 
and  exchanges  program  that  have  brought  thousands  of  Russians  to  the  United 
States.  This  program  specifically  targets  private  business  men  and  women  and  en- 
trepreneurs as  well  as  a  wide  range  of  other  groups  whose  support  for  private  sector 
development  and  market  reform  is  essential. 

The  Commerce  Department  has  invited  over  400  Russians  to  participate  in  its 
Special  American  Business  Internship  Training  Program  (SABIT).  Under  SABIT, 
Commerce  provides  small  grants  to  American  companies  to  help  defray  the  cost  of 
hosting  managers  and  scientists  for  three-to-six  months  of  hands-on  training.  Since 
SABIT's  inception,  over  180  U.S.  companies  have  participated  from  a  variety  of  in- 
dustries, including  agribusiness,  health  care,  telecommunications  and  transpor- 
tation. 

Several  non-profit  organizations,  such  as  the  Eurasia  Foundation,  International 
Executive  Service  Corps,  Citizens  Democracy  Corps  and  Citizens  Network,  receive 
funding  from  the  U.S.  assistance  program  to  provide  professional  advice  and  train- 
ing to  small  private  businesses.  The  Eurasia  Foundation  has  established  an  innova- 
tive small  business  lending  program  in  several  countries  to  reach  out  to  entre- 
preneurs who  have  started  promising  ventures  but  lack  adequate  working  capital. 

The  U.S. -funded  Russian-American  Enterprise  Fund  (soon  to  be  consolidated  with 
the  Fund  for  Large  Enterprises  in  Russia)  is  working  with  eight  private  banks  to 
provide  micro  loans  to  entrepreneurs  and  other  small  private  businesses.  By  mid- 
year, the  Fund  expects  to  be  lending  approximately  $1  million  a  month  under  this 
program.  As  these  initiatives  clearly  show,  the  "bottom-up"  approach  is  very  much 
an  integral  part  of  our  assistance  strategy  toward  the  New  Independent  States.  The 
approach  includes  a  broad  outreach  to  private  business,  training,  exchanges,  and  ex- 
tensive use  of  non-profit  and  voluntary  organizations. 

The  center  for  Citizens  Initiatives — USA  has  urged  consideration  of  a  Productivity 
Enhancement  Proposal  that  would  greatly  expand  the  number  of  participants  in  in- 
ternship programs  in  the  United  States  and  give  the  responsibility  to  organizing 
these  programs  to  a  non-profit,  non-governmental  organization.  The  Center  is  to  be 
commended  for  its  thoughtful  elaboration  of  a  possible  new  approach  to  transferring 
skills  to  young  managers  and  entrepreneurs  through  voluntary  organizations.  This 
approach  has  some  merit.  But  we  do  not  at  this  time  have  adequate  resources  to 
fund  a  new  program  along  the  lines  of  the  Productivity  Enhancement  Proposal.  A 
number  of  programs  already  underway  in  the  NIS  are  seeking  to  achieve  similar 
objectives  and  are  also  volunteer-intensive.  We  will  continue  to  evaluate  the  effec- 
tiveness of  these  programs  and  make  necessary  adjustments  within  the  constraints 
imposed  by  the  congressionally  approved  assistance  budget.  Depending  on  the  out- 
come of  these  evaluations,  we  might  want  to  reconsider  the  PEP  concept  at  a  later 
date. 
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Center  for  Citizen  Initiatives-USA 

formerly  the  Center  for  US-USSR  Imcuana 


3268  Sacramento  Street  •  San  Francisco.  C\  9il  15 
Telephone (415)346-1875  -Fax (415)  J46-3?31 


To:      Congressman  Robert  Livingston 

Sub:     Rethinking  Foreign  Assistance  to  the  NIS 


Febrjary  23, 1995 


I  was  asked  to  testify  before  the  Foreign  Appropriations  Committee  in  March  relative  to  foreign 
assistance  to  Russia  and  the  NIS.  I'll  be  in  Asia  during  that  time,  so  I  have  agreed  to  put  my 
recommendations  on  paper.  Before  domg  that,  I  want  to  inject  that  there  was  no  historical  precedent 
for  assisting  the  transition  from  communism  to  democracy;  hence,  mistakes  were  inevitable.  However, 
it's  time  to  reassess  and  redirect  our  course. 

Recommendations — Russia/NIS  Foreign  Assistance: 

•  Russia  is  still  our  #1  national  security  threat,  we  cannot  disengage. 

•  Russia  must  be  our  first  concern,  but  increased  attention  needs  to  be  put  into  the  Ukraine. 

•  Foreign  assistance  can  be  ait  and  still  be  made  enormously  effective. 

•  Much  of  the  US  presence  in  the  NIS  has  been  misdirected  and  has  increased  anti-Western 
sentiment. 

•  The  Russian  Privatization  Program  must  be  reassessed  due  to  growing  evidence  of  ineffectiveness. 

•  The  "Big  Six"  plus  25  Beltway  contractors'  presence  in  the  NIS  needs  to  be  substantially  reduced. 

•  "Top-down"  restructuring  of  existing  entities  and  structures  is  a  serious  mistake.  Given  the  peculiar 
socialist  conditioning  and  mentality — access  and  power  based  on  "connections"  not  merit,  lack  of 
initiative,  dependence,  suspicion,  subversion,  poor  work  ethic  and  low  productivity,  top-down 
restructuring  would  be  extremely  difficult,  at  best,  for  any  post-socialist  country. 

•  "Bottom-up"  vitalization.  bypassing  /developing  outside  of  corrupted  state  structures,  supporting 
innovative,  risk-taking  entrepreneurs  and  producers,  is  critical  for  post-socialist  redevelopment. 

•  We  must  align  ourselves  with  the  real,  risk-taking,  scrappy  entrepreneurs  of  the  NIS 

•  Training  programs  for  non-English  speaking  NIS  producers  are  critical. 

•  Product  generation  at  lower  levels  must  be  the  new  emphasis  of  US  foreign  assistance. 

•  In  1995,  Omnibus  privatization  contract  funds  must  be  reallocated  to  work  much  closer  to  grassroots 

•  Low-budget,  volunteer-intensive,  skiils-transfer  programs  (which  ignite  volunteer  support  and 
partnership  between  US  and  NIS  citizens)  are  needed  during  this  time  of  shrinking  resources. 

•  US  assistance  to  the  NIS  cannot  be  "business  as  usual" — the  political  and  economic  situation  at  the 
ground  is  far  more  destabilized  and  desperate  than  we  comprehend. 

•  We  must  act  swiftly. 

Production  in  the  NIS  is  the  linchpin  on  which  everything  else  hangs:  citizen  satisfaction;  political 
stability;  jobs  generation;  lobbying  for  fair  laws,  taxation,  municipal  accountability;  tax  base  growth; 
broad  economic  renewal,  social  service  revenues;  increased  self  respect  and  hope.  We  simply  must  find 
a  way  to  give  serious  support  to  small  producers  and  innovative,  young  managers  who  are  breakaways 
from  former  state  enterprises. 

I'm  enclosing  a  bold,  new  program  design  showing  how  this  could  be  done.  A  bi-partisan  effort  is 
needed  to  spearhead  this  new  approach.   I  will  call  your  office  after  April  15th  to  leam  if  you  are 
interested  in  further  discussions  about  how  this  "bottom  up"  design  could  be  implemented. 

Sharon  Tennison 


Cong.  Sonny  Callahan  Cong.  Richard  Gephardt 

Speaker  Newt  Gingrich  Cong.  Benjamin  Gilman 

Mr.  Thomas  Dine  Sen.  Jesse  Helms 

Cong.  JohnEorter ,  ,    ,     Sen.  Nancy  KassebaurrL 

when  the  people  lead,  eventually  the  leader: 


ill  To 


Sen.  Patrick  Leahy 
Sen.  Richard  Lugar 
Sen.  Mitch  McConnell 
Nancy  Pelosi 
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DRAFT— February  20,  1995 


"Productivity  Enhancement  Program"   (PEP) 

Rationale 


If  the  former  Soviet  Union  reverts  to  a  hostile,  authoritarian  regime,  it  will  be  because  her  citizens 
have  been  unable  to  feed  and  clothe  themselves  and  have  lost  hope  for  a  decent  life  in  the  post- 
communist  era — not  because  they  yearn  for  a  strong  leader  or  are  an  imperialistic  people. 

The  generation  of  products  to  satisfy  daily  needs  in  the  NIS  is  a  fraction  of  what  it  was  10  years 
ago.   Food,  clothing,  furniture,  appliances,  pharmaceuticals,  equipment,  hi-tech  products  are  being 
imported  for  those  who  can  afford  them.  The  bulk  of  the  population  goes  without  basic  necessities 
which  has  resulted  in  creating  a  political  tinderbox. 

Private  small  manufacturers  /businesses  left  with  no  support,  either  from  NIS  officials  or  Western 
sources  of  help,  have  practically  given  up  on  production.  Even  in  this  hostile  environment,  micro 
and  small  NIS  producers  are  turning  out  products  in  basements,  garages,  apartments,  attics,  rented 
comers  of  former  state  enterprisers  and  even  bomb  shelters!  They  have  pirated  wiring,  gear  boxes, 
cutting  apparatuses,  pieces  of  machinery,  nuts  and  bolts  and  have  reassembled  this  motley  mess 
into  useable  equipment. 

These  are  the  real  modem  day  heros  of  Russia — they  are  the  antithesis  of  communist/socialist 
mentality.  They  deserve  our  attention  and  support.  Product  ideas,  experience,  skills  and  small 
pieces  of  equipment  are  desperately  needed  if  these  NIS  producers  are  ever  to  succeed. 

We  have  the  capability  in  the  US  to  put  up  a  massive,  low-budget,  volunteer-intensive, 
production-stabilizing  program  which  will  help  NIS  producers  begin  to  rectify  their  endemic 
production  dilemma. 

Internships  (reverse  technical  assistance  training)  have  proven  to  be  the  most  effective  tool  for 
transferring  economic/productivity  "know-how"  and  transforming  mentality.  The  Productivity 
Enhancement  Program  will  use  this  method.  Internships  in  US  production  sites  will  transmit  skills, 
knowledge,  ideas  and  much  needed  contacts  with  US  manufacturers  and  equipment  producers. 
Sectors  to  get  top  priority  include:  1)  agriculture1  (farmers,  food  processers,  storage  and  transport), 
2)  construction  (lumber/wood  products,  buildings,  furniture),  3)  textile/clothing  manufacturing,  4) 
light  industry  (equipment/machinery,  appliances,  TVs,  computers)  and  5)  pharmaceuticals  and 
medical  supplies.  Larger  industries  can  be  included  based  on  sector  practicality. 

No  extra  funds  are  needed.  Hundreds  of  millions  of  unspent  dollars  arcpj-esently  buried  in  Omnibus 
contracts,  some  of  which  should  be  reallocated  for  this  effort. 

The  enclosed  draft  design  of  the  Productivity  Enhancement  Program,  is  eminently  doable.    With 
your  support,  this  program  could  begin  implementation  by  early  autumn  of  this  year. 
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PRODUCTIVITY  ENHANCEMENT  PROGRAM  (PEP) 


10,000  innovative  pnva's  produc- 
ers from  a  wide  range  of  locations 
throughout  the  NIS  will  be  slotted 
into  PEP  delegations.  Example:  a 
group  of  dairy  producers  form  this 
delegation. 


Once  in  the  US  the  delegates  are 
immersed  in  rigorous  one-month 
internships  consisting  of  seminars, 
site-visits,  and  hands-on  practical 
work  with  counterpart  American 
industry  producers. 


After  returning  to  the  NIS  delegates 
will  be  better  prepared  to  increase 
production  in  their  respective 
regions  and  will  take  a  leadership 
role  in  training  other  producers 
This  will  promote  stabilization  and 
make  investment  and  trade  pos- 
sible with  the  largest  new  market 
for  Amencan  products.  Trust  and 
understanding  developed  during 
PEP  internships  will  offset  growing 
anti-West  sentiment  and  contribute 
to  economic  partnership  between 
our  two  countries. 


February  20, 1995 
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Draft  Design — 


Productivity  Enhancement  Program     (PEP) 

Plan 


The  Productivity  Enhancement  Program  (PEP)  will  be  a  new  non-profit,  non-governmental 
mega-Internship  Program  for  young,  innovative  NIS  product  manufacturers.  PEP  is  designed 
for  non-English  speakers,  since  they  constitute  the  bulk  of  the  new  NIS  producers.  It  will  be 
the  first  US  internship  program  offered  to  non- English  NIS  producers  and  managers.  PEP's 
goal  is  to  jump-start  production  of  NIS  products  which  will  stabilize  economic  and  political 
factors  and  also  prepare  NIS  manufacturers  for  US  and  world  markets. 


PEP  will  provide  intensive,  production-targeted  training  based  on  industry  sectors. 
Producers  will  range  from  independent  start-up  manufacturers  to  young  innovators  who 
have  privatized  pieces  of  the  Military  Industrial  Complex  enterprises  and  are  now  in  light 
industry  and  consumer  goods  production. 


PEP  will  be  operated  "outside  the  Beltway"  by  US  PVOs,  and  will  incorporate  tens  of 
thousands  of  volunteer  manufacturing  /business  trainers  from  Georgia,  Missouri,  Louisiana, 
Illinois,  Kentucky,  California,  Oregon,  Vermont  and  virtually  every  other  state  in  the 
Union. 


PEP  proposes  to  bring  10,000  NIS  private  production  manager/ owners  to  the  US  for 
Productivity  Internships  by  the  end  of  1999. 


76 

Stage  I.  Preparation  for  PRODUCTIVITY  INTERNSHIPS: 

•  PEP  will  need  bi-partisan  support  from  Congress  Members  to  inspire  their  constituents 
(Mayors,  Chambers  of  Commerce  and  US  firms/plant  owners/managers)  to  participate  in 
"conducting  foreign  assistance  in  our  own  state"  (in  return  for  elected  officials  cutting 
taxes  and  foreign  aid  as  the  voters  have  mandated).    (See  a  suggested  letter  to 
constituents,  pg.  7) 

•  PEP  will  be  publicized  in  NIS  independent  media  to  guarantee  free  access  to  independent 
producers  and  to  avoid  be;-g  subsumed  by  NIS  officials  and  other  institutional  elements. 
Application  forms  will  be  placed  with  all  existing  US  PVOs  working  in  the  regions. 
Strict  criteria  for  program  participation  will  be  instituted. 

•  PEP  will  oversee  a  rigorous  screening  and  selection  process  of  PEP  applicants  which  will 
include  unplanned  site  visits,  interviews  with  management  and  employees  by  both 
American  and  Russian  screeners.    Americans,  proficient  in  Russian,  will  be  trained  by  pro 
bono  US  business  consultants  to  function  in  the  role  of  screening  and  site  visits.  Where 
possible,  US  business  consultants  (CDC,  CCI,  IESC,  Deloitte  &  Touche,  etc.)  will  be 
asked  to  participate  in  screening  and  selection. 

•  PEP  pre-training  and  orientation  will  be  done  by  existing  US  PVOs  in  the  field.  PEP  will 
create  a  series  of  low-budget  training  and  orientation  videos  with  accompanying 
discussion  formats  which  can  be  used  by  local  US  PVOs.    Pre-training  discussions  will  be 
mandatory  and  tests  on  materials  will  be  given  prior  to  final  acceptance  in  PEP. 

•  PEP  will  provide  US  Trainers  in  selected  American  firms/plants  with  work-site  training 
materials  well  in  advance  to  assure  they  know  precisely  how  to  maximize  the  training 
components  for  their  NIS  producers.  Although  the  US  firms  will  be  spread  throughout 
the  country,  the  US  PEP  office  will  support  US  trainers  via  phone /fax /email  to  assure 
that  the  US  training  progresses  satisfactorily. 

•  PEP  will  identify  US  Home  Hosts  and  provide  them  with  guidelines  to  assure  that 
home  hosting  is  an  exciting  international  experience.    Home  hosting  interns  has  proven 
rewarding,  both  from  US  families'  and  trainees'  perspective.   It  dramatically  reduces 
program  costs  and  builds  goodwill  and  cultural  exchange  that  otherwise  would  not  occur. 
Staying  in  US  firm  managers  and  employees'  homes  is  best,  when  possible — thus 
reducing  transportation  costs  and  allowing  for  valuable  informal  learning  about  the 
sector  during  leisure  time. 

•  PEP  will  train  a  pool  of  NIS  translators  to  work  with  specific  sectors,  i.e.,  agriculture, 
clothing  manufacturing,  wood  products  manufacturing,  metals/plastics  manufacturing, 
etc.  These  translators  will  learn  business  terms  of  the  sector  and  be  familiar  with 
manufacturing  concepts  prior  to  traveling  with  their  groups.  PEP  will  use  one  translator 
for  ten  NIS  interns.  (The  Marshall  Plan  in  the  1950s  used  one  translator  for  16  non- 
English  speakers,  and  proved  to  be  very  effective.)  Russian  translators  are  far  less  costly 
than  American-based  translators.  The  latter  have  not  worked  out  successfully  irt  recent 
internship  programs. 
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Stage  II.      U.S.  PRODUCTIVITY  INTERNSHIPS  in  Action 


PEP  will  tr?.in  groups  of  non-English  speaking  NIS  participants  in  US  firms  via  the 
"module  approach."  Example:  Dairy  producers'  modules  could  be;  1)  present  day 
technology,  2)  operations  management,  3)  methods  to  increase  production,  4)  quality 
control,  5)  product  innovations,  6)  marketing,  7)  accounting  systems,  8)  personnel 
management,  9)  computerization,  10)  strategic  business  planning,  11) 
loans /investments.   Participants  would  matriculate  through  each  module  together, 
brainstorming  what  is  relevant  for  the  NIS  and  what  could  be  made  applicable  to  their 
private  companies. 


PEP  will  set  up  and  oversee  rigorous  weekly  internship  schedules  to  prevent 
boondoggling  or  drift  into  a  "business  excursion"  mentality  while  in  the  US.  They  will  be 
expected  to  work,  study  or  document  five  and  half  days  a  week.  Group  discussions 
reviewing  productivity  learning  and  insights  will  be  scheduled  twice  weekly. 
Participants  will  pre-agree  to  stay  where  they  are  placed  and  will  not  expect  excursions 
to  Disneyland,  etc.  The  seriousness  of  the  task  will  be  kept  in  the  foreground,  both  with 
the  NIS  and  the  US  participants. 


PEP  NIS  participants  will  be  prepared  to  become  mentor/teachers  upon  arrival  back  in 
their  countries.   They  will  be  pre-trained  in  note  taking,  data  organization,  time 
management  and  prioritizing  of  agendas.  Keeping  a  journal  for  each  day's  major  learning 
will  be  mandatory.   Participants  will  be  required  to  collect  organizational  charts,  work 
plans,  product  innovations,  blue  prints,  computerization  programs,  accounting  systems, 
drawings,  designs,  inventory  systems,  production  output  schedules — anything  that  will 
lead  to  increased  productivity  or  better  quality  control.  Cameras  with  which 
participants  can  take  slides  /prints  relative  to  production,  product  innovations,  etc.,  will 
be  made  available.  The  last  two  days  will  be  spent  with  a  PEP  staff  member  or  trained 
volunteer  who  will  assist  them  in  building  a  master  presentation.  PEP  will  pay  for 
relevant  slides  and  modest  seminar  preparation  materials. 


PEP  volunteer  training  coordinators  will  provide  participants  with  exposure  to  the  US 
business  community,  Rotary  Clubs,  Chambers  of  Commerce  which  lobby  city,  state  and 
federal  government  for  fair  business  codes  and  legislation.  Participants  will  receive 
training  on  how  to  develop  private  sector  lobbying  groups  to  push  the  public  sectors  for 
change  in  taxation,  laws  and  codes  in  the  NIS. 


PEP  will  set  up  "Productivity  Seminars"  in  local  NIS  areas  for  returning  PEP  Internship 
graduates  to  facilitate.  Scheduling  can  be  done  in  cooperation  with  local  USAID  PVO 
agencies  working  on  ground  in  many  of  the  regions.  The  seminars  should  be  offered  to 
their  own  plant  managers  and  co-workers,  client/ vendor  colleagues,  institutes, 
entrepreneurial  associations,  banks,  city  council  members,  and  schools. 


78 
Stage  III.  FOLLOW-UP  PLAN  for  PRODUCTIVITY  INTERNSHIPS 


PEP  graduates  will  become  members  of  a  prestigious  PEP  Fellowship  which  will  keep 
graduates  informed  about  the  availability  of  equipment,  products,  services,  raw 
materials,  etc.,  and  the  progress  of  other  Fellows.  A  PEP  Fellows  database,  by  sector  and 
by  region,  will  be  upgraded  monthly  and  sent  via  fax  or  email. 


PEP  graduates  will  be  groomed  for  loans  or  investments  under  the  various  emerging 
private  and  governmental  Funds.  US  PVOs  will  continue  to  offer  technical  assistance  to 
encourage  Funds  and  private  investors  to  invest  in  NTS  production. 


PEP  will  encourage  the  development  of  professional  production  guilds.  Prior  to  the 
Revolution  of  1917,  such  guilds  existed  where  integrity  and  honesty  in  business  relations 
were  paramount,  and  a  person  was  invited  based  on  personal  characteristics.  Guild 
activity  today  would  greatly  extend  the  "trust  factor"  among  manufacturers  and 
competitors  who  must  build  business  links  in  an  existing  "culture  of  distrust." 


PEP  will  cooperate  with  Intemews  (US  AID  independent  media  grantee)  for  "distance- 
learning"  programs.  Intemews  has  78  independent  channels  in  the  NIS  with  70  million 
viewers  and  is  ready  to  carry  daily  distance-learning  programs  for  which  PEP  graduates 
can  provide  program  content. 


PEP  will  encourage  the  use  of  present-day  technology,  i.e.  local  video  training,  email, 
distance-learning  TV,  and  video  conferencing  wherever  possible.  PEP  graduates  will  be 
encouraged  to  purchase  fax  machines  and  modems  for  quick  communication  with  both  PEP 
Fellows  and  their  new  American  contacts. 


PEP  will  be  continuously  evaluated  by  Russian-based  staff.  Each  PEP  Fellow  will  be 
followed  via  the  database  to  track  his/her  productivity,  numbers  of  seminars  and 
training  seminars  presented  and  their  company's  growth  in  field.  An  annual  review  of 
all  Fellows  will  be  published  by  PEP  in  both  Russian  and  English. 
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PEP  COSTS  and  PHILOSOPHY 


PEP  will  not  be  a  free  lunch.  N1S  participants  will  be  expected  to  pay  their 
international  transportation.   Depending  on  the  financial  capability  of  their  businesses, 
they  will  be  expected  to  pay  for  some  or  all  of  the  costs  of  their  internship.  The  cost  per 
person  (excluding  Aeroflot  -$600)  will  be  approximately  $3,400.   Many  NIS  plant 
directors  can  afford  this  sum  and  should  not  get  a  free  ride  from  US  taxpayers.  For  those 
who  can't  pay,  a  sliding-scale  fee  can  be  arranged.  Ultimately,  this  program  could  be 
self-sustaining— and  that  should  be  PEP's  underlying  goal. 


PEP  will  pay  standard,  modest,  non-profit  salaries  for  US  director  and  staff.  For  NIS 
staff,  PEP  will  pay  salaries  in  accordance  with  salaries  being  paid  by  US  non-profit 
operations  in  the  NIS — which  are  something  around  $6,000  a  year  as  opposed  to  inflated 
salaries  of  $65,000  being  offered  to  NIS  citizens  by  some  of  the  large  contractors. 


PEP  US  staff  will  use  Russian/NIS  hotels  or  private  homes  while  traveling  in  the  field. 

These  hotel  rates  are  from  $20  to  $50  per  night — compared  to  $200  and  up  per  night  in 
the  traditional  foreign  hotels  of  the  NIS. 


PEP  US  staff  who  must  live  in  the  NIS  will  rent  modest  flats  (going  rate  at  writing  of 
this  paper  is  $250  to  $500  per  month)  as  opposed  to  flats  costing  up  to  $5,000  a  month  in 
Moscow.  It  is  this  writer's  conviction  that  we  (US  grantees  and  contractors  staffing 
programs  in  Russia)  have,  more  than  any  other  single  factor,  been  responsible  for  the 
massive  rental/real  estate  inflation — because  we  pay  the  top  dollar  without  question 
and  never  force  market  competition. 


PEP  Costs  to  US  Taxpayer    10,000  NIS  private  producer/ manufacturers  would  cost  $50 
million  if  the  USG  paid  international  airfare  and  all  costs.   Approximately  $36  million 
would  be  required  if  NIS  participants  paid  their  own  international  airfare  and  PEP  paid 
all  other  expenses.  PEP  could  cost  under  $20  million  if  a  sliding-scale  basis  is  decided 
upon — which  this  writer  believes  should  happen.    This  is  a  small  amount  of  assistance 
money  for  the  amount  of  training,  increased  NIS  production,  potential  for  generating 
American  business  (short  and  long-term),  and  the  business-to-business  and  country-to- 
country  goodwill  which  would  result. 
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Can  PEP  Actually  be  Implemented? 

The  Productivity  Enhancement  Program  is  a  practical  and  doable  program.  All 
programmatic  aspects  listed  above  are  already  being  implemented  in  smaller  forms  in 
various  grassroots'  USAID  programs. 


PEP  will  be  housed  in  an  independent  501C3  nonprofit  agency  which  has  already  been  set 
up  specifically  to  carry  out  this  mandate. 


It  should  work  in  close  collaboration  with  all  other  existing  USAID-PVOs  in  the  field. 
Actually,  PEP  is  a  natural  program  concept  to  unify  and  magnify  the  efforts  of  those 
agencies,  i.e.,  IESC,  CDC,  Deloitte  &  Touche  business  centers,  Peace  Corps,  American 
University  programs,  Commerce  Department  ABCs,  Russian- American  Enterprise  Fund,  etc. 
One  of  the  large  assistance  problems  to  date  has  been  that  USAID  grantees  have  been 
working  in  isolation  instead  of  coordinating  and  advancing  appropriate  NIS  firm  managers 
from  one  level  of  training  expertise  to  the  next  through  existing  US  networks.   With  all  US 
PVOs  working  together;  recommending,  screening,  pre-training  and  orienting,  post-training, 
preparing  for  funding,  US  foreign  assistance  to  Russia  would  maximize  its  effectiveness. 


Specific  key  people  to  manage  PEP  have  already  been  identified  to  provide  intellectual 
and  database  resources  and  are  ready  to  move  into  action  quickly. 
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Questions.  Many  critics  of  the  Russian  aid  program,  including  The  Journal  of 
Commerce  and  the  Heritage  Foundation,  contend  that  A.I.D.  applied  third  world  ex- 
perience and  techniques  to  the  Russian  aid  program,  awarding  contracts  to  tradi- 
tional operators,  such  as  large  beltway  contractors  and  third  world  development  or- 
ganizations, rather  than  to  organizations  and  professional  who  have  experience  in 
the  region.  For  example:  A.I.D.  made  a  great  effort  to  deliver  vaccines  and  build  vac- 
cine factories  in  Russia,  as  it  had  done  in  Pakistan  and  Kenya.  But  Russian  already 
has  such  facilities;  what  it  needed  was  training  in  how  to  privatize  and  upgrade 
them. 

The  critics  contend  that  A.I.D.  has  not  included  in  its  list  of  Russian  contractors 
areas  studies  centers,  business  schools  and  law  schools  with  appropriate  regional  ex- 
perience, or  to  Russian  organizations  with  specific  expertise  in  fields  related  to  eco- 
nomic reform. 

Considering  the  widespread  criticism,  has  A.I.D.  corrected  the  N.I.S.  aid  program 
by  including  more  organizations  with  regional,  cultural  and  language  experience  in 
the  N.I.S.? 

Answer.  We  are  always  ready  and  willing  to  listen  to  private  organizations  with 
extensive  on-the-ground  expertise  who  wish  to  discuss  our  programs  and  policies 
with  us.  We  have  made  special  efforts  to  meet  with  groups  such  as  you  are  propos- 
ing to  discuss  USAID,  upcoming  trips,  and  funding  requests.  For  example:  Last  Fall, 
Tom  Dine  travelled  to  Chicago  to  meet  with  members  of  the  Ukraine  community  to 
discuss  USAID  policy  and  programs  in  Ukraine.  Representatives  at  the  meeting  in- 
cluded the  Ukrainian  Policeman's  Association  and  the  Ukrainian  Educational  Asso- 
ciation. (The  Ukrainian  National  Association  was  also  invited  but  did  not  attend.) 
Last  May,  Brian  Atwood  and  Tom  Dine  met  with  approximately  55  members  of  the 
FREEDOM  Support  Act  Coalition  to  discuss  our  mission,  the  Peace  Prosperity  and 
Democracy  Act  and  the  FREEDOM  Support  Act.  Groups  attending  this  meeting  in- 
cluded Americans  for  Democracy  in  Russia,  Armenia  Assembly  of  America,  Congress 
of  Russian  Americans,  Embassy  of  the  Kyrgyz  Republic,  and  the  National  Con- 
ference of  Soviet  Jewry. 

Prior  to  a  trip  made  to  countries  in  Europe  and  the  New  Independent  States,  Mr. 
Dine  met  with  a  number  of  groups  with  expertise  in  these  countries  to  discuss  his 
upcoming  trip.  Groups  attending  the  meeting  included  the  U.S. -Baltic  Foundation, 
the  Lithuanian  American  Council,  the  American  Latvian  Association,  Polish  Amer- 
ican Congress,  Congress  of  Russian  Americans,  and  the  Ukrainian  National  Associa- 
tion among  others. 

Finally,  we  have  met  with  such  groups  to  discuss  their  financing  needs.  For  exam- 
ple, Tom  Dine  met  with  members  of  the  Ukrainian  Congress  Committee  to  discuss 
Ukrainian  issues  and  a  proposal  they  had  submitted  to  USAID.  Many  members  of 
these  groups  have  reported  to  us  that  they  are  happy  with  our  efforts  and  feel  in- 
cluded in  our  programs  and  policies. 

The  majority  of  our  activities  are  funded  through  formally  competed  procurements 
processes.  All  groups  have  the  same  opportunity  to  participate  in  these  procurement 
processes.  While  it  may  be  true  that  some  groups  have  good  linguistic  and  political 
knowledge  of  the  countries  in  which  we  work,  they  may  not  always  be  the  best 
qualified  to  undertake  specific  assistance  services  requiring  expertise  in  functional 
sectors.  As  a  practical  matter,  groups  with  expertise  such  as  you  have  mentioned 
do  have  an  advantage  in  the  competitive  procurement  process  because  the  selection 
and  evaluation  criteria  do  include  such  expertise. 

Question.  A.I.D.  has  been  supporting  a  Partnership  and  Training  Project  which 
enables  qualified  American  universities,  business  and  trade  organizations,  and  coun- 
terpart groups  in  Russian  and  Ukraine  to  undertake  training  of  personnel  and  insti- 
tutional development  in  several  areas  critical  to  economic  reform  including  such 
things  as  port  development,  business  management  and  retraining  of  health  profes- 
sionals. The  program  gives  Americans  a  direct  stake  in  the  foreign  aid  process  and 
facilitates  partnerships  between  U.S.  and  N.I.S.  organizations. 

Why  did  A.I.D.  provide  no  funds  for  the  program  in  FY  1995? 

Do  you  plan  to  include  funding  for  the  program  in  FY  1996? 

Answer.  When  the  partnership  program  was  implemented  at  the  end  of  FY  1994, 
it  was  USAID's  intent  to  fund  an  initial  group  of  partnerships,  assess  how  they  were 
operating  and  then,  if  there  was  significant  evidence  of  success,  consider  funding  ad- 
ditional partnerships.  The  first  round  of  partnerships  have  been  identified.  All  will 
be  operational  on  or  around  April  1,  1995.  We  agree  that  this  partnership  project 
shows  promise  in  developing  lasting  links  between  Russian  and  American  organiza- 
tions. We  will  closely  evaluate  the  progress  of  this  program,  and  determine  whether 
it  merits  further  funding  in  future  fiscal  years. 
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Questions  for  the  Record  Submitted  by  Congressman  Porter 

SUBMITTED  TO  STATE  DEPARTMENT 

Fundamentalism  in  Central  Asia  and  Turkey's  Role 

Question.  Clearly,  the  United  States  provides  foreign  assistance  to  other  nations 
when  it  is  in  our  interests.  I  believe  that  one  of  the  greatest  threats  to  freedom  and 
world  peace  in  creeping  fundamentalism  like  the  type  we  are  seeing  in  Algeria  and 
Tunisia  and  the  type  that  is  pervasive  in  Iran  and  certain  organizations  in  other 
Middle  Eastern  nations.  It  seems  to  me  that  one  of  the  best  uses  for  our  foreign 
assistance  dollars  in  the  Central  Asian  Republics  is  to  help  to  fight  the  spread  of 
fundamentalism  to  those  nations.  Could  you  outline  for  me  how  our  assistance  ac- 
tivities in  those  nations  is  designed  to  achieve  this  goal? 

In  addition,  I  have  heard  that  the  predominantly  Muslim  nation  of  Turkey  can 
be  of  assistance  to  the  U.S.  in  promoting  secularism  in  Central  Asia.  I  would  like 
a  very  specific  accounting  of  how  Turkey  works,  either  alone  or  in  concert  with  the 
United  States,  to  help  achieve  this  goal  there.  Exactly  what  is  the  scope  of  Turkey's 
assistance  activity  in  Central  Asia  and  how  do  we  coordinate  with  the  Turks  on  this 
endeavor?  Does  Turkey  have  a  "foreign  aid  program"  as  we  know  it  with  the  Central 
Asian  Republics?  If  so,  what  is  the  cost  to  Turkey  in  dollars  of  their  program.  Where 
in  Turkey's  budget  are  these  funds  derived?  Is  Turkey  undertaking  any  activities 
in  Central  Asia  we  would  describe  as  promoting  the  rule  of  law,  respect  for  human 
rights,  democracy  building,  etc.? 

Answer.  Turkey  is  considered  a  model  for  the  Central  Asian  republics  as  a  secular 
Muslim  country  pursuing  a  democratic  form  of  government  and  free  market  eco- 
nomic policies.  The  Turkish  people  share  the  understanding  that  if  the  Central 
Asian  republics  follow  the  path  of  more  radical  countries  in  the  region,  then  this 
will  present  significant  security  and  economic  problems  for  themselves.  The  United 
States  continues  to  work  with  Turkey  to  restructure  its  economy  and  to  push  for 
more  democratic  reforms.  We  advocate  closer  integration  of  Turkey  within  the  eco- 
nomic and  political  structures  of  Europe.  If  Turkey  succeeds  as  a  regional  economic 
power,  while  deepening  its  democratic  tradition,  it  will  demonstrate  to  Central 
Asian  nations  that  a  similar  path  would  be  in  their  best  interests. 

Given  its  linguistic  and  cultural  affinity  with  the  Central  Asian  republics,  Turkey 
is  playing  an  important  role  in  establishing  external  trade  ties  and  routes.  The 
Turkish  private  sector  is  investing  in  a  variety  of  business  ventures  in  the  region. 
Turkey  may  also  provide  an  oil  pipeline  route  for  Azerbaijani  oil.  While  our  assist- 
ance program  is  focused  on  democratic  and  economic  reform,  the  U.S.  Government 
is  cooperating  with  its  Turkish  counterparts  in  two  areas.  In  the  first,  Turkey  is  im- 
plementing family  planning  activities  funded  by  the  U.S.  in  Central  Asia.  In  the  sec- 
ond, the  United  States  and  Turkey  have  joined  with  Israel  to  promote  agricultural 
production  and  agribusiness  development  in  Uzbekistan  and  Turkmenistan. 

In  1992,  Turkish  President  Demirel  founded  the  Turkish  International  Coopera- 
tion Agency  (TICA)  with  the  Government  of  Turkey  charter  to  manage  Turkey's  eco- 
nomic, technical,  social  and  cultural  programming  in  Central  Asia.  Using  relatively 
modest  resources,  TICA  has  enjoyed  a  mixed  record  to  date. 

Broad  Based  Democracy  in  Russia 

Question.  In  a  few  short  years,  Russia  has  moved  from  the  position  of  a  U.S. 
enemy  to  a  major  aid  recipient  and  all  members  of  the  House  and  everyone  at  the 
State  Department  want  to  help  promote  a  broad  and  deep  institutional  democracy 
in  Russia.  The  U.S.  government  has  done  much  to  try  to  solidify  the  position  of  pop- 
ularly elected  President  Boris  Yeltsin  from  highly  publicized  assistance  to  a  modi- 
fied policy  in  the  former  Yugoslavia. 

I  wonder,  though,  if  our  policy  toward  Russia,  both  in  terms  of  assistance  and  pol- 
icy, is  taking  into  account  other  reform  minded  people  throughout  Russia  and  not 
simply  focusing  on  Yeltsin  and  Moscow.  How  are  we  helping  to  nurture  the  next 
generation  of  Russian  democratic  leaders? 

Answer.  From  the  beginning  of  this  Administration,  what  we  have  supported  is 
not  a  single  leader,  not  a  particular  government,  but  a  set  of  principles  and  a  proc- 
ess. Those  principles  include  the  defense  of  human  rights,  the  development  of  a  civil 
society,  respect  for  minority  populations,  and  the  rule  of  law.  The  process  we  sup- 
port with  our  assistance  is  that  of  democratization  and  the  development  of  that  civil 
society  and  rule  of  law. 

We  have  worked  with  President  Yeltsin  as  the  elected  leader  of  the  Russian  Fed- 
eration, and  we  have  supported  him  in  his  advocacy  and  leadership  of  reform.  One 
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of  the  tragic  elements  of  the  events  in  Chechnya  is  that  they  harm — at  this  stage — 
the  development  of  the  process.  We  have  made  this  point  repeatedly  to  President 
Yeltsin  and  other  Russian  officials.  It  is  important  to  bear  in  mind  that  over  two- 
thirds  of  our  assistance  goes  to  entities  other  than  the  central  government,  and 
three-quarters  of  it  is  directed  outside  Moscow.  Our  assistance  activities  and  ex- 
changes reach  a  wide  range  of  people  and  organizations,  including  officials  of  var- 
ious political  parties,  civic  organizations,  and  independent  labor  unions.  We  place 
special  emphasis  on  supporting  the  development  of  non-governmental  organizations, 
to  help  create  broad  and  diverse  civil  societies  in  the  NIS.  We  believe  that  by  ex- 
tending our  reach  so  broadly,  we  are  effectively  assisting  the  development  and 
growth  of  democratic  values  throughout  all  of  Russia. 

Question.  The  Administration  has  outlined  its  areas  of  activity  in  the  NIS  as  de- 
mocracy, free  markets,  humanitarian  needs,  and  nuclear  disarmament.  In  early 
1994,  a  crosscutting  theme  of  environment  was  added.  Can  you  tell  me  how  the  en- 
vironmental mandate  is  being  carried  out  and  what  proportion  of  NIS  assistance  is 
being  targeted  toward  environmental  efforts? 

Answer.  The  U.S.  has  a  substantial  environmental  program  in  the  NIS.  As  of 
March  31,  1995,  the  U.S.  has  obligated  a  cumulative  total  of  over  $85  million  in  en- 
vironment technical  assistance  to  the  NIS.  This  represents  approximately  49c  of  our 
overall  NIS  technical  assistance  program  provided  through  the  Agency  for  Inter- 
national Development  (USAID).  In  FY  95,  we  are  planning  an  additional  $31  million 
for  environmental  programs  in  the  NIS. 

U.S.  environmental  assistance  is  directed  at  helping  the  governments  and  people 
of  the  NIS  upgrade  the  quality  of  their  water  and  air,  reduce  industrial  pollution 
and  threats  to  human  health,  improve  industrial  economic  efficiency,  and  manage 
natural  resources  more  effectively.  Some  54%  of  our  environmental  assistance  is 
channeled  to  Russia  to  support  six  major  initiatives:  a  water  quality  and  small  wa- 
tershed management  project  in  Moscow;  an  air  quality  management  program  in 
Volgograd;  two  industrial  pollution  management  projects — in  Novokuznetsk  in  the 
Urals,  and  Nizhniy  Tagil  in  Siberia;  a  natural  resource  management  and 
biodiversity  program  in  Khabarovsk  in  Russia's  far  east;  and  a  land  use  manage- 
ment investment  and  conservation  program  in  the  Lake  Baikal  region. 

In  other  of  the  NIS,  we  are  assisting  in  the  development  of  national  environ- 
mental action  plans,  providing  technical  training  and  environmental  monitoring 
equipment,  and  strengthening  environmental  NGOs.  We  are  also  assisting  in  efforts 
to  reduce  human  health  threats  and  improve  economic  performance  in  the  industrial 
sector.  In  the  Central  Asian  Republics  we  are  supporting  a  multilateral  effort  to 
deal  with  the  consequences  of  the  dessication  of  the  Aral  Sea. 

As  assistance  resources  have  declined,  USAID  and  the  Environmental  Protection 
Agency  have  worked  to  refocus  and  concentrate  environment  assistance  programs 
to  maximize  their  impact  in  the  NIS.  Our  programs  emphasize  working  with  re- 
gional authorities  and  strengthening  NGOs  so  that  once  our  assistance  efforts  phase 
down,  local  officials  and  grassroots  organizations  can  continue  to  monitor  and  im- 
prove the  environment.  Furthermore,  to  the  extent  possible,  we  seek  to  complement 
and  leverage  assistance  activities  by  the  World  Bank  and  other  bilateral  donors. 

SUBMITTED  TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Armenian  Food  Supply 

Question.  As  you  know,  Armenia  suffers  from  a  blockade  imposed  by  several  of 
its  neighbors.  One  of  the  gravest  problems  the  Armenian  people  face  is  scarcity  of 
food.  The  U.S.  has  been  very  generous  in  providing  food  aid  to  Armenia.  Could  you 
outline  for  me  the  food  situation  in  Armenia  and  how  the  U.S.  determines  what  por- 
tion of  the  annual  assistance  to  Armenia  will  be  in  the  form  of  food  aid? 

Answer.  The  food  supply  situation  in  Armenia  has  eased  somewhat  but  conditions 
remain  difficult.  The  ongoing  embargo  and  conflict  in  the  Caucasus  (Chechnya, 
Abkhazia,  and  Nagorno-Karabakh)  restrict  imports  of  foodstuffs  from  traditional 
sources  of  supply.  This  tends  to  increase  prices  to  the  point  where  much  of  the  popu- 
lation is  only  able  to  secure  minimum  food  needs  through  help  from  relatives  work- 
ing abroad  and  through  the  assistance  efforts  of  the  United  States  and  the  inter- 
national community.  USAID  and  the  Department  of  Agriculture  (USDA)  have 
played  prominent  roles  in  meeting  this  need.  In  FY  94  alone,  the  USDA  (120,000) 
and  USAID  ( 100,000)  shipped  220,000  metric  tons  of  wheat  to  Armenia.  The  Depart- 
ment of  State  took  a  leading  role  in  ensuring  that  Armenia's  remaining  need  for 
wheat  was  met  through  coordination  with  the  European  Union.  In  order  to  reduce 
Armenia's  future  need  for  imported  grain,  USAID  is  implementing  a  program  which 
provides  wheat  seed,  fertilizer,  and  herbicides,  as  well  as  technical  assistance  to 
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maximize  yields  while  protecting  the  environment.  The  Government  of  Armenia  is 
in  the  process  of  liberalizing  prices  for  bread,  which  will  hopefully  allow  private  en- 
terprises to  take  over  this  role  of  providing  bread  to  the  population.  Additionally, 
special  programs  of  USAID,  USDA,  and  USAID  funded  international  organizations 
target  the  most  vulnerable.  USAID  programs,  in  particular,  provide  nutritional  sup- 
plements to  pregnant  and  lactating  women,  as  well  as  children  under  five. 

The  USAID  budget  for  Armenia  must  respond  to  a  number  of  critical  issues.  The 
decision  making  process  in  addressing  these  issues  involves  coordination  between 
the  USAID  Caucasus  Regional  Mission  and  USAID  Technical  Offices  in  Washington 
D.C.,  working  within  the  overall  framework  of  our  country  strategy.  The  importance 
of  humanitarian  issues  is  indicated  by  the  current  level  of  funding  assigned  (57rr 
of  the  total  USAID  Armenia  Budget).  The  bulk  of  the  humanitarian  assistance 
funds  for  FY  95  are  allocated  to  the  vulnerable  group  feeding  program  ($5.8  million), 
winter  fuel  assistance,  and  agricultural  inputs.  USAID  also  supports  multilateral 
food  assistance  programs  and  USDA  makes  significant  food  resources  available. 
Starting  with  the  available  food  resources  available.  Starting  with  the  available  food 
resources  for  a  given  year,  USDA  allocates  these  resources  based  on  world-wide 
need.  These  actions  by  USAID  and  USDA  operates  within  the  framework  of  guid- 
ance provided  by  the  Department  of  State's  Office  of  the  Coordinator  for  the  New 
Independent  States.  The  Coordinator's  office  ultimately  approves  these  decisions. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

SUBMITTED  TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Organized  Crime 

Question.  As  you  have  mentioned,  organized  crime  represents  a  major  environ- 
mental obstacle  to  profitable  entrepreneurship  and  successful  free  enterprise  in  Rus- 
sia. How  strongly  have  USAID  business  development  projects  been  affected  by  orga- 
nized crime? 

Answer.  Contrary  to  popular  belief,  foreigners  and  foreign  institutions  are  less 
likely  to  be  troubled  by  organized  criminals  than  Russians  and  Russian  institutions. 
Interfering  with  our  business  centers,  for  example,  would  be  much  more  likely  to 
bring  unwanted  attention  from  government  authorities  and  police  than  preying  on 
local  businesses.  Also,  while  crime  is  high,  the  situation  does  not  seem  to  have  dete- 
riorated over  the  past  year. 

In  order  to  protect  USAID's  assistance  efforts  in  support  of  continued  growth  and 
development  of  a  market  economy  in  Russia,  a  large  part  of  both  our  legal  reform 
and  law  enforcement  programs  is  directed  at  white  collar  criminal  activity.  For  ex- 
ample, training  programs  have  been  developed  in  areas  such  as  combatting  and 
prosecuting  money  laundering,  fraud  and  embezzlement.  These  programs  will  pro- 
vide long-term  benefits  for  business  interests  in  Russian  and  throughout  the  NIS. 

Trade  Credit  Program  for  Ukraine 

Question.  You  state  in  your  written  testimony  that  USAID  and  EximBank  are  ex- 
ploring the  possibility  of  an  agricultural  joint  venture  in  Ukraine's  private  sector. 
Would  you  elaborate  further  on  the  nature  of  this  joint  venture?  What  is  the  scale 
of  this  undertaking?  What  determinations  have  been  made  in  regard  to  U.S.  busi- 
ness participants? 

Answer.  USAID  has  developed  a  special  export  credit  insurance  facility  for  U.S. 
exporters  of  agricultural-related  goods  and  services  to  Ukraine.  U.S.  Ex-Im  Bank 
will  implement  the  program  on  USAID's  behalf.  This  facility  will  support  approxi- 
mately $130  million  worth  of  U.S.  Government  insurance  on  U.S.  agricultural  ex- 
ports to  Ukraine.  It  is  part  of  a  broader  assistance  package  of  approximately  $250 
million  the  United  States  announced  in  Paris  March  21  to  support  Ukraine's  com- 
prehensive economic  reform  program  for  1995. 

Under  this  facility,  USAID  will  provide  limited  insurance  coverage  on  U.S.  agri- 
cultural-related exports  to  Ukraine.  U.S.  exporters  using  this  facility  would  agree 
to  meet  several  participation  criteria  designed  to  promote  U.S.  private  sector  risk 
taking,  develop  long-standing  commercial  ties  to  private  Ukrainian  agricultural  dis- 
tributors, and  quickly  provide  those  inputs  which  the  Ukrainians  desperately  need 
for  a  successful  harvest  this  year.  Agricultural  inputs  financed  under  this  program 
will  be  channeled  through  as  many  private  sector  distributors  as  possible  in 
Ukraine  Also  participating  in  the  program  will  be  the  Ukrainian  state  agrochemical 
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company,  Agrochem,  which  is  scheduled  to  be  broken  up  into  25  private  companies 
leading  to  privatization.  I  have  attached  a  factsheet  which  outlines  these  criteria 

TT<f??£ra  ^ dreTs^nbes  the  facility's  application  process  and  financing  terms. 

USA1D  and  U.S.  Ex-Im  Bank  have  worked  closely  with  a  large  numbe*-  of  U  S 
agribusinesses  to  determine  the  feasibility  of  U.S.  private  sector  participation  in  this 
facility  and  found  strong  support  for  private-public  sector  risk  sharing  Efforts  to 
streamline  the  application  process  and  other  requirements  in  order  to  meet  the 
needs  of  U.S.  businesses  and  the  Spring  planting  season  in  Ukraine  are  also  being 
undertaken  The  initial  estimate  of  private  sector  risk-sharing  is  $30  million  and 
could  go  as  high  as  $90  million  depending  upon  the  ability  of  firms  to  meet  the  par- 
ticipation criteria  and  how  quickly  the  facility  comes  on-line. 

This  special  facility  promotes  U.S.  economic  interests  by  expanding  exports  and 
commercial  contacts  in  Ukraine  while  strengthening  the  growth  of  a  free  market 
economy  and  increased  agricultural  production  in  Ukraine.  It  is  a  wise  and  timely 
use  of  U.S.  assistance  funds  authorized  under  the  FREEDOM  Support  Act  which 
demonstrates  the  potential  for  inter-agency  and  public-private  partnerships  in  sup- 
port of  U.S.  foreign  policy. 
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FACTSHEET 
USAID  Short-Term  Single-Buyer  Export  Credit  Insurance  Program  for  Ukraine 

INTRODUCTION 

USAID  has  developed  a  special  export  credit  insurance  facility  for  U.S.  exporters  of 
agricultural-related  goods  and  services  to  Ukraine.    U.S.  Ex-Im  Bank  will  supervise  the 
program  on  behalf  of  USAID.    Under  this  facility,  USAID  will  support  approximately  S130 
million  of  U.S.  agricultural  exports  to  Ukraine.    U.S.  exporters  participating  in  the  program 
are  expected  to  provide  for  export  financing  in  addition  to  the  $130  million  in  insurance 
provided  through  USAID.   This  credit  insurance  program  will  support  Ukraine's  agricultural 
distribution  system,  including  fledgling  private  sector  distributors,  and  provide  inputs  which 
Ukrainian  farmers  desperately  need  for  a  successful  harvest.    Through  this  special  facility, 
the  United  States  will  promote  its  economic  security  by  expanding  exports  and  commercial 
contacts  with  Ukraine  while  strengthening  the  growth  of  a  free  market  economy  and 
increased  agricultural  productivity  in  Ukraine. 

CRITERIA  FOR  PARTICIPATION 

Companies  wishing  to  apply  for  USAID  Short-Term  Single-Buyer  Export  Credit 
Insurance  must  meet  the  following  initial  eligibility  criteria: 

•  Eligible  products  must  be  agricultural-related  goods  and  services,  including  but 
not  limited  to  such  items  as,  seeds,  fertilizers  and  inputs  for  fertilizers, 
herbicides  and  pesticides  and  related  inputs,  equipment  and  spare  parts. 

•  Eligible  transactions  must  involve  the  sale  of  U.S.  goods  and  services. 

•  U.S.  exporters  must  agree  to  provide  for  additional  export  financing  equal  to 
the  value  of  exports  insured  by  USAID  under  each  transaction.    In  effect,  each 
insurance  policy  will  be  issued  in  an  amount  equal  to  the  total  value  of  the 
sales  contract  for  each  transaction.   Companies  must  agree,  however,  to  accept 
a  claim  payment  limit  equal  to  50%  of  the  transaction's  total  value  on  all 
insured  transactions.   For  example,  on  a  $10  million  insured  transaction,  there 
would  be  a  claim  payment  limit  of  $5  million. 
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•  All  products  must  meet  all  pertinent  USAID  environmental  regulations. 

•  All  products  must  be  delivered  by  31  December  1995. 

•  Single  or  multiple  shipments  must  be  made  under  a  sales  contract  calling  for 
payment  terms  of  up  to  540  days. 

•  The  following  products  are  ineligible  for  USAID  Insurance:    Products  which 
are  less  than  50%  U.S.  content,  any  products  used  to  conduct  or  service 
abortions,  defense  products,  and  products  which  do  not  meet  USAID 
environmental  regulations  or  other  USAID  regulations  or  policies. 

•  USAID  and  the  Government  of  Ukraine  are  negotiating  a  framework 
agreement  for  this  program.   These  negotiations  may  affect  the  above  criteria 
for  selection. 

DESCRIPTION  OF  APPLICATION  PROCESS 

Eligible  U.S.  exporters  should  file  applications  with  the  U.S.  Ex-Im  Bank,  as  would 
be  done  under  Ex-Im  Bank  Short-Term  Single-Buyer  Export  Credit  Insurance.   The 
application  materials  will  include  the  following: 

•  USAID  Short-Term  Single-Buyer  Export  Credit  Insurance  Application  Form. 
This  application  will  contain  supporting  information,  including  credit  reports 
and  current  financial  statements  on  the  exporter  as  well  as  disclosure 
certificates  and  Anti  lobbying  and  Munitions  Control  forms. 

(Two  Copies,  in  English) 

•  Note:   Ukraine  Ex-Im  Bank  Insurance  Application  materials  will  need  to  be 
completed  by  the  Ukrainian  buyer  to  meet  Ukrainian  requirements.    U.S. 
suppliers  should  advise  Ukrainian  importers  of  this  requirement  and  seek  to 
accelerate  this  process. 

(Two  Copies;  one  English,  one  Russian) 

The  review  process  for  an  application  will  be  as  follows: 

•  USAID  and  U.S.  Ex-Im  Bank  will  make  an  initial  determination  of  whether 
the  application  meets  the  above  criteria. 

•  If  it  meets  the  criteria,  the  application  will  be  forwarded  to  the  Ukraine  Ex-Im 
Bank  and  Ukraine  Ministry  of  Economy  for  approval  by  the  Government  of 
Ukraine. 
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•  Upon  approval  by  the  Government  of  Ukraine,  U.S.  Ex-Im  Bank,  upon 
specific  concurrence  from  USAID  and  as  USAID's  agent,  will  issue  a  binding 
commitment  on  the  transaction  valid  for  up  to  90  days. 

•  Upon  payment  of  a  non-refundable  premium  to  USAID,  U.S.  Ex-Im  Bank,  as 
agent  for  USAID,  will  issue  an  insurance  policy  on  the  transaction.  Premium 
payment  must  be  submitted  prior  to  the  expiry  date  of  the  commitment.  Once 
issued,  the  policy  is  non-cancellable  by  USAID. 

•  Reports  of  overdues,  if  any,  on  insured  obligations  must  be  submitted  to  U.S. 
Ex-Im  Bank  which  will  notify  USAID. 

•  Formal  notification  of  a  claim  must  be  submitted  to  U.S.  Ex-Im  Bank.    U.S. 
EX-IM  Bank  will  process  the  claim  and  determine  if  the  insured  complied  with 
the  terms  and  conditions  of  the  policy.   After  it  completes  the  review,  Ex-Im 
Bank  will  make  a  recommendation  to  USAID  as  to  whether  the  claim  should 
be  paid.    If  USAID  approves  the  claim,  the  claim  will  be  paid  out  of  the 
Treasury  Department's  federal  financing  account. 

•  In  agreement  with  the  Government  of  Ukraine,  the  U.S.  Government  will  be 
reimbursed  the  amount  issued  in  payment  on  a  claim. 


FINANCING  AND  INSURANCE  COVERAGE 

Under  the  USAID  Short-Term  Single-Buyer  Export  Credit  Insurance  policy,  the 
insurance  coverage  would  be  substantially  similiar  to  Ex-Im  Bank's  Short-Term  Single-Buyer 
Export  Credit  Insurance  policy. 

Coverage  would  apply  only  to  exports  that  meet  the  above  criteria.   The  policy  would 
be  issued  in  an  amount  equal  to  the  total  sales  contract,  the  shipment  limit.    However,  the 
insured  percentage  of  any  insured  transaction  will  be  equal  to  only  50%  of  the  shipment 
limit.   The  remaining  50%  will  not  be  insured  under  this  policy.   The  exporter  will  have 
claim  on  only  the  insured  percentage  of  the  transaction's  value  up  to  claim  payment  limit. 
The  claim  payment  limit  will  be  determined  on  the  basis  of  50%  of  the  shipment  limit.   In 
the  eventuality  of  a  claim,  payments  will  be  made  on  the  insured  percentage  of  50%  of 
unpaid  amounts. 

For  example,  if  a  transaction  with  a  shipment  limit  value  of  $10  million  is  insured 
under  this  policy,  the  total  claim  limit  value  insured  is  $5  million.   The  insurance  policy  does 
not  cover  the  remaining  $5  million  of  shipment  limit  value. 
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USAID  Assistance  to  Former  State-owned  Farms  in  the  NIS 

Question.  How  much  of  USAID's  agricultural  assistance  in  the  NIS  is  currently 
done  in  conjunction  with  private  farm  operations  versus  state  owned  and  managed 
collective  farms? 

Answer.  Virtually  all  of  USAID's  agricultural  assistance  in  the  NIS  is  currently 
done  in  conjunction  with  private  farm  operations.  The  exceptions  are  those  cases 
where  private  firms  are  associated  in  some  way  with  research  farms  which,  by  law 
(at  least  in  the  case  of  Russia),  remain  state  or  publicly  owned.  The  type  and  scale 
of  private  farm,  however,  may  vary  widely,  from  small,  individually  owned  and  oper- 
ated holdings  of  several  hectares  to  large,  joint  stock  companies  with  holdings  of 
thousands  of  hectares. 


Questions  for  the  Record  Submitted  by  Congressman 

Packard 

SUBMITTED  TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 
U.S.  Assistance  and  Yeltsin 

Question.  Although,  as  the  Clinton  Administration  points  out,  Boris  Yeltsin  is  the 
only  President  of  Russia  at  this  time,  some  members  of  Congress  and  others  believe 
that  U.S.  policy  is  tied  too  closely  to  Yelstin's  government  and  that  other  alter- 
natives should  be  considered.  How  and  to  what  extend  does  the  U.S.  assistance  pro- 
gram directly  and  immediately  provide  support  to  the  Yeltsin  government?  What 
proportion  of  assistance  goes  to  the  Central  Russian  government?  Do  you  believe 
that  the  U.S.  assistance  program  is  viewed  by  Russians  as  too  closely  identified  with 
Yeltsin  in  particular? 

Answer.  U.S.  assistance  aims  at  a  successful  transition  to  a  market  economy  and 
a  democratic  political  system  in  Russia,  and  is  not  limited  in  scope  or  impact  to  the 
present  leadership.  Only  about  one-fourth  of  our  funding  supports  direct  assistance 
to  central  government  ministries,  while  the  majority  is  targeted  to  non-govern- 
mental organizations,  private  enterprises,  universities  and  local  governments 
throughout  Russia. 

The  U.S.  assistance  program  is  not  tied  to  Yeltsin  per  se.  Where  we  do  support 
central  government,  the  purpose  of  our  technical  advice  and  training  is  to  support 
lasting  systemic  change.  Some  examples  include: 

Support  to  the  Central  Elections  Commission  to  promote  free  and  fair  elections; 

Support  to  the  State  Tax  Service  to  help  create  a  transparent,  efficient  and  fair 
tax  structure  that  sill  encourage  private  investment; 

Support  to  the  Parliament  and  the  executive  branch  for  joint  efforts  to  draft  new 
commercial  laws; 

Support  to  the  Russian  Privatization  Center  and  the  State  Property  Committee 
to  facilitate  enterprise  privatization  and  restructuring;  and 

Support  for  the  new  Securities  Commission  to  establish  effective  regulation  of  cap- 
ital markets  and  combat  financial  crimes,  and  capital  flight,  while  protecting  inves- 
tors. 

Individual  Freedoms 

Question.  I  am  very  concerned  that  the  NIS  countries  are  not  achieving  individual 
freedoms  quick  enough.  Freedoms  such  as  freedom  of  religion  are  basic  human 
rights  that  greatly  affect  the  susceptibility  of  a  country  to  accept  the  reforms  that 
our  aid  is  intended  to  perform.  Can  you  give  me  information  on  the  progress  of  indi- 
vidual freedoms  in  Russia  and  the  other  NIS  countries? 

Answer.  We  are  also  concerned  that  some  NIS  countries  are  not  moving  as  quickly 
as  we  might  like  toward  broad-based  individual  freedoms.  However,  significant 
progress  has  been  made  on  a  number  of  fronts.  For  example,  the  new  Russian  con- 
stitution includes  guarantees  for  many  individual  freedoms.  As  Russia  and  other 
NIS  countries  move  forward  in  this  area,  the  problem  is  becoming  one  of  how  to 
implement  new  laws  effectively.  Independent,  efficient,  and  fair  judicial  and  legal 
systems  will  be  key  in  this  effort.  Great  strides  have  been  made  with  the  judiciaries 
in  many  of  the  NIS  countries,  all  of  which  are  struggling  to  become  viable,  inde- 
pendent institutions.  We  are  implementing  training  programs  for  judges,  prosecu- 
tors, defense  attorneys  and  private  practitioners  which,  by  strengthening  their  tech- 
nical skills,  will  also  strengthen  the  capacity  of  the  judiciary  to  fulfill  its  role  in  the 
defense  of  individual  freedoms. 
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Questions  for  the  Record  Submitted  by  Congressman  Forbes 

SUBMITTED  TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

U.S.  Position  on  IMF  Loan  to  Russia 

Question.  Recent  media  reports  assert  that  the  Administration  is  leaning  on  the 
IMF  to  release  $12  billion  in  loans  to  Russia.  Are  these  reports  true?  If  so,  wouldn't 
this  be  an  example  of  throwing  good  money  after  bad?  History  clearly  shows  that 
giving  money  to  countries  that  are  not  following  sufficiently  free-market  policies  is 
a  complete  waste.  Examples  include  Poland  in  the  1970s  and  Gorbachev's  Soviet 
Union.  If  the  IMF  doesn't  think  that  Russian  economic  policy  warrants  any  loans, 
why  would  we  want  to  throw  this  money,  much  of  which  belongs  to  the  American 
taxpayer,  into  what  certainly  would  be  a  black  hole? 

Answer.  The  Administration  has  consulted  closely  with  the  IMF  during  its  nego- 
tiations with  Russia,  but  has  in  no  way  exerted  pressure  on  the  IMF.  The  Fund's 
agreement  to  provide  a  Standby  loan  was  achieved  following  Duma  passage  of  a 
1995  budget  that  contains  stringent  targets  for  reduction  of  the  Russian  government 
budget  deficit.  This  move  signals  a  serious  intent  to  grapple  with  Russia's  imme- 
diate problems  and  lay  the  groundwork  for  continuing  economic  reform.  However, 
the  IMF  has  taken  the  unusual  extra  step  of  scheduling  disbursements  to  conform 
to  a  stringent  monthly  monitoring  plan  that  will  require  steady  adherence  to  the 
targets. 


Questions  for  the  Record  Submitted  by  Congressman  Bunn 

SUBMITTED  TO  STATE  DEPARTMENT 

President  Yeltsin 

Question.  How  concerned  are  you  about  continuing  reports  that  President  Yeltsin 
is  drinking,  ill  or  both? 

Answer.  We  have  no  reason  to  believe  that  President  Yeltsin  will  not  complete  his 
presidential  term.  His  term  will  end  in  June  1996. 

We  are  also  convinced  that  President  Yeltsin  is  fully  in  charge  of  his  government. 
President  Yeltsin  met  with  the  European  Union  (EU)  troika  (the  foreign  ministers 
of  France,  Germany,  and  Spain)  on  March  9,  and  they  reported  that  he  was  fully 
in  control  of  his  brief,  vigorous,  and  in  command. 

Question.  Should  President  Yeltsin's  government  collapse  or  be  overthrown  by 
forces  who  do  not  intend  to  operate  in  American  interests,  are  we  in  a  position  to 
shut  off  foreign  aid  in  a  abrupt  manner?  How  much  aid  is  likely  to  be  left  "in  the 
pipeline"  in  such  a  contingency? 

Answer.  If  for  some  reason  it  were  not  in  the  interests  of  the  United  States  to 
provide  assistance  to  Russia,  we  could  quickly  stop  the  assistance.  As  of  now,  about 
$400  million  in  economic  and  technical  assistance  for  Russia  under  the  FREEDOM 
Support  Act  has  not  been  obligated;  about  $1.5  billion  has  been  obligated  for  Russia, 
and  nearly  half  of  that  has  actually  been  spent.  The  remainder  of  the  obligated 
funds  has  been  legally  committed;  to  half  work  on  those  contracts  would  entail 
costs — costs  associated  with  breaking  contracts  with  contractors,  most  of  whom  are 
American  firms.  We  estimate  that  at  least  half  of  unexpended  funds  could  be  recov- 
ered in  the  contingency  you  describe.  The  amount  that  could  be  recovered  is  con- 
stantly declining,  as  programs  continue. 

Question.  Several  of  the  Central  Asian  Newly  Independent  States  have  make  little 
progress  toward  establishing  free-market  economies.  In  your  opinion,  why  are  they 
making  so  little  progress?  Is  it  Russian  interference,  lack  of  desire  or  political  insta- 
bility? What  more  can  the  West  do  to  promote  their  independence  from  Russia? 

Answer.  In  three  of  the  Central  Asian  states  economic  reform  appears  to  be  mov- 
ing along  at  an  acceptable  pace.  As  you  know,  the  United  States  works  closely  with 
the  International  Monetary  Fund  and  World  Bank  to  encourage  the  emergence  of 
free-market  economies  in  the  NIS.  Happily  we  have  been  relatively  successful  in 
this  team  effort  in  Central  Asia.  Kyrgyzstan  was  the  first  NIS  country  to  float  its 
own  currency  and  leave  the  Ruble  zone  in  May  of  1993.  Shortly  thereafter, 
Kyrgyzstan  entered  into  a  standby  arrangement  with  the  IMF  which  requires  re- 
form steps  by  the  Kyrgyz  in  return  for  balance  of  payments  support.  Working 
through  AID  and  with  the  World  Bank  the  United  States  has  provided  a  great  deal 
of  technical  assistance  to  further  reform  steps  such  as  privatization,  improvement 
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of  the  tax  system  and  currency  stabilization.  Kazakhstan  entered  into  the  next 
standby  arrangement  with  the  IMF  followed  by  Uzbekistan  in  the  Winter  of  1994- 
95.  Although  it  has  floated  a  currency  and  become  independent  of  Russian  monetary 
impulses,  Turkmenistan  shows  little  interest  in  undertaking  fundamental  economic 
reforms.  Tajikistan  proclaims  a  desire  to  undertake  market  reforms  but  appears  un- 
able to  leave  the  Ruble  zone,  which  may  be  partially  explained  by  its  current 
embroilment  in  a  civil  war. 


Questions  for  the  Record  Submitted  by  Congressman  Obey 

SUBMITTED  TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Achievements  in  the  NIS 

Question.  Mr.  Simon  and  Mr.  Dine,  can  you  outline  for  us  specifically  how  the 
U.S.  funded  program  has  helped  maintain  reform  in  Russia  and  other  states  of  the 
former  Soviet  Union.  What  have  we  achieved? 

Answer.  U.S.  assistance  is  effectively  promoting  change  from  the  top  down  and 
the  bottom  up.  We  are  stimulating  systemic  political  and  economic  changes,  and 
strengthening  grassroots  movements  to  sustain  change.  The  following  are  examples 
of  successful  reform  programs  that  the  USG  has  actively  supported. 

MARKET  ECONOMY 

U.S.  assistance  has  been  instrumental  in  Russia's  privatization  program,  which 
has  resulted  in  the  transfer  of  80,000  small  business  and  20,000  medium  and  large 
business  from  state  to  private  ownership.  Approximately  10r'(  of  Russian  industry 
is  now  in  private  hands.  About  40  million  Russian  citizens  are  shareholders  in  pri- 
vate Russian  firms.  In  addition,  nine  million  housing  units  have  been  privatized, 
and  another  250,000  units  are  privatized  every  month. 

In  Ukraine,  privatization  is  finally  getting  underway.  With  U.S.  assistance,  50 
million  privatization  certificates  have  been  printed  and  bid  centers  are  being 
opened.  The  first  land  auction  ever  have  been  held  in  Kharkiv  and  Cherneviv.  Over 
2,000  small  businesses  have  been  privatized  since  July.  In  Kazakhstan,  U.S. -as- 
sisted small  business  privatization  has  increased  employment  20cr,  increased  busi- 
ness revenues  15r4,  and  improved  customer  service.  The  U.S.  is  assisting  Moldova 
complete  the  first  wave  of  privatization  of  400  enterprises.  We  will  soon  move  on 
to  the  privatization  of  1,500  more. 

U.S.  assistance  to  the  Ukrainian  banking  sector  has  cut  transactions  from  weeks 
to  hours,  benefitting  all  businesses,  small  to  large,  as  well  as  foreign  investors. 

DEMOCRACY 

U.S.  assistance  is  helping  Russia  establish  jury  trials  as  part  of  the  country's  judi- 
cial system.  About  160  jury  trials  have  been  held  in  nine  Russian  regions,  involving 
citizens  at  the  grassroots  in  the  democratic  process.  U.S.  advisors  have  helped  Rus- 
sia and  Kazakhstan  draft  civil  codes,  which  are  now  law.  U.S.-supported  advisors 
from  the  American  Bar  Association  helped  Kazahkstani  legislators  incorporate  basic 
freedoms  and  the  concept  of  an  independent  judiciary  into  Kazakhstan's  constitu- 
tion. 

Assistance  to  the  NIS  media  has  had  impressive  results.  Independent  media  in 
Russia  broke  the  Chechnya  story  and  have  provided  Russian  citizens  with  truly 
independent  coverage  of  the  Chechnya  conflict.  U.S.  assistance  to  Channel  4  in 
Yekaterinburg  has  helped  transform  the  station  from  a  hotel-room  operation  into  a 
thriving  station  with  a  staff  of  50.  The  linking  of  six  independent  Russian  television 
stations  helped  them  expand  their  viewership  to  70  million.  A  network  of  independ- 
ent television  stations  was  also  established  in  Ukraine. 

U.S.  assistance  has  helped  strengthen  the  capacity  of  indigenous  nongovern- 
mental organizations,  including  business  associations,  environmental  groups,  human 
rights  advocates. 

Election-related  assistance  in  Russia,  Ukraine,  Kazakhstan,  Kyrgyzstan,  Armenia, 
Georgia  and  Belarus  has  helped  establish  a  system  of  free  and  open  elections.  While 
flaws  may  still  exist  in  the  election  process,  the  results  of  elections  are  no  longer 
questioned. 
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KEY  SECTORS 

U.S.-sponsored  energy  efficiency  pilot  programs  in  Russia,  Ukraine,  Kazakhstan 
and  Armenia  have  resulted  in  SCi  energy  savings.  U.S.  assistance  has  helped  re- 
store water  supply  and  waste  water  systems  to  50' r  of  Armenia. 

USAID-sponsored  health  programs  have  vaccinated  3.2  million  Ukrainians 
against  diphtheria,  provided  2.2  million  infants  and  pregnant  mothers  with  supple- 
mental foods,  and  trained  1,000  physicians  and  200  nurses  in  Central  Asia  in  con- 
traceptive options  to  reduce  the  prevalence  of  abortion. 

Over  4,200  NIS  citizens  have  participated  in  U.S. -based  technical  training  pro- 
grams, returning  to  their  countries  with  new  skills  and  experience.  A  trainee  from 
Georgia  developed  a  new  national  drug  policy  upon  his  return.  Ukrainian  trainee 
helped  establish  a  new  emergency  response  agency.  A  new  tax  code  was  drafted  by 
a  returned  Kazakhstani  trainee.  Ten  Russian  college  deans  developed  continuing 
education  programs  following  their  participation  in  a  U.S.  training  programs. 

U.S.  Benefits  from  Cooperation  with  the  NIS 

Question.  What  are  the  important  points  we  need  to  make  to  our  constituents  to 
show  that  the  funds  we  are  spending  in  the  former  Soviet  Union  are  worth  it? 

Answer.  The  demise  of  Communism  and  breakup  of  the  Soviet  Union  represent 
historic  changes  which  profoundly  affect  our  national  welfare.  Nothing  can  contrib- 
ute more  to  global  freedom,  security  and  prosperity  than  the  peaceful  trans- 
formation of  these  nations,  particularly  Russia,  into  democratically  governed,  mar- 
ket-based economies. 

Failure  to  achieve  peaceful  transitions  could  result  in  a  return  to  geo-political  in- 
stability and  Cold  War  rivalries.  Successful  transitions  will  make  these  nations  con- 
structive members  of  the  international  community,  and  U.S.  support  for  reform,  in- 
cluding attention  to  how  these  countries  can  address  the  human  costs  of  change,  can 
make  a  critical  difference. 

There  are  also  important  benefits  which  directly  affect  constituent  concerns:  col- 
laboration on  international  security  matters  such  as  the  Middle  East;  minimizing 
the  need  for  U.S.  military  involvement  overseas  and  therefore  risk  to  U.S.  troops; 
redirecting  U.S.  military  spending  to  accelerate  U.S.  economic  growth  and  employ- 
ment; enhancing  prospects  for  nuclear  safety;  and  reduce  threat  of  nuclear  con- 
frontation. 

Sustainable  economic  growth  in  the  NIS  expands  U.S.  markets.  This  region  rep- 
resents a  major  potential  market;  the  import  bill  for  Russia  alone  exceeds  $50  bil- 
lion. There  are  significant  U.S.  trade  and  investment  opportunities  in  oil,  gas  and 
other  natural  resources,  as  well  as  in  key  industries. 

Prospects  for  addressing  global  problems  which  directly  affect  our  citizens,  such 
as  environmental  issues,  terrorism  and  narcotics  trafficking,  are  enhanced  when 
these  important  countries  work  in  partnership  with  the  West. 

Rescissions 

Question.  What  kind  of  signal  are  we  sending  through  these  rescissions? 

Answer.  A  rescission  would  send  a  signal  to  NIS  citizens  that  U.S.  commitments 
to  support  economic  and  political  transition  in  their  countries  may  not  be  kept.  Fur- 
thermore, a  rescission  may  undermine  NIS  reformers  at  a  critical  point  in  the  re- 
form process — when  NIS  countries  such  as  Russia,  Moldova  and  Kyrgyzstan  are 
struggling  to  build  on  past  progress, and  "second  wave"  reforming  countries  such  as 
Ukraine,  Armenia,  Georgia,  and  Kazakhstan  are  poised  to  undertake  new  reform  ef- 
forts. Core  U.S.  assistance  activities  at  the  heart  of  the  U.S.  strategy  to  foster  irre- 
versible democratic  and  market  transitions  in  the  NIS  region  would  be  adversely  af- 
fected by  a  rescission.  These  include:  (1)  banking,  tax,  commercial  law  and  regu- 
latory reform,  which  require  increased  attention  now  that  privatization  programs 
are  well  advanced  in  some  countries;  (2)  capital  markets  formation,  development  of 
securities  commissions  and  legal  enforcement  capacity,  which  are  critical  to  anti- 
crime  efforts;  (3)  land  privatization,  including,  urban  land,  which  has  barely  begun 
in  the  NIS  and  is  a  crucial  step  needed  to  assure  potential  investors  and  facilitate 
business  restructuring;  and  (4)  consoidation  of  Democratic  structures,  which  remain 
fragile  throughout  the  region  and  need  to  be  deepened  through  creation  of  competi- 
tive political  parties,  independent  media  and  nongovernmental  organizations.  Fi- 
nally, a  rescission  would  call  into  question  U.S.  concern  about  fostering  a  healthy 
business  environment  in  the  NIS  region  necessary  for  the  expansion  of  trade  and 
investment. 
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Russian  Troops  in  the  Baltics 

Question.  One  of  the  rescissions  that  passed  the  House  was  for  Russian  troop 
housing  related  to  the  pull  out  of  Russian  troops  from  the  Baltics. 

Did  the  U.S.  commitment  to  help  with  relocation  costs  from  the  Baltics  aid  in  the 
agreement  for  Russia  to  pull  out  of  the  Baltics? 

Answer.  It  has  helped — perhaps  decisively — in  getting  the  Russian  soldiers  out  of 
the  Baltics.  In  1991,  when  the  Baltic  states  regained  their  independence,  we  were 
among  the  first  countries  to  establish  resident  embassies  in  each  of  the  Baltic 
states.  The  last  barrier  to  the  achievement  of  real  sovereignty  for  these  countries 
was  the  continuing  presence  of  several  thousand  armed  Russian  troops.  The  Baltic 
leaders  approached  the  U.S.  and  other  Western  countries  and  asked  us  to  help  bring 
about  the  removal  of  these  forces.  Convinced  that  resolving  this  issue  would  promote 
regional  stability  and  harmony,  we  launched  an  intensive  diplomatic  effort  with  the 
Russian  and  Baltic  governments.  In  the  course  of  these  consultations,  it  became 
clear  that  the  lack  of  adequate  housing  in  Russia  for  the  Russian  officers  being  de- 
mobilized was  a  major  obstacle  to  withdrawal  agreements. 

Our  offer  to  provide  a  limited  number  of  housing  units  for  Russian  officers  being 
demobilized  and  withdrawn  from  the  Baltics  proved  to  be  a  key  inducement  for  Rus- 
sia to  reach  agreements  with  Latvia  and  Estonia  on  the  troop  withdrawal  question. 
In  April,  1994  a  joint  delegation  of  the  Department  of  State  and  USAID  travelled 
to  Riga,  Tallinn,  and  Moscow  to  brief  those  governments  on  the  Russian  Officer  Re- 
settlement Program.  The  Russian-Latvian  Troop  Withdrawal  Agreement  was 
reached  a  few  days  later.  A  Russian-Estonian  agreement  on  a  troop  withdrawal  was 
signed  on  July  26th  at  a  meeting  in  Moscow  between  Russian  President  Yeltsin  and 
Estonian  President  Meri.  All  three  countries  indicated  that  the  Russian  Officer  Re- 
settlement Program  had  made  an  important  contribution  by  removing  this  last  un- 
resolved issue.  Under  the  terms  of  the  troop  withdrawal  agreements  with  Latvia 
and  Estonia,  Russia  committed  itself  to  withdraw  its  troops  from  these  two  Baltic 
countries  by  August  31,  1994  and  by  that  deadline  the  command  structure  for  the 
Russian  Northwest  Group  of  Forces  and  all  active  duty  personnel  were  gone. 

Rescission 

Question.  Are  we  reversing  our  agreement  after  the  fact  by  rescinding  these 
funds? 

Answer.  If  the  project  were  to  be  stopped  now,  we  would  not  be  able  to  provide 
the  entire  5,450  housing  units  promised.  There  are  currently  422  units  of  the  Pilot 
project's  450  units  completed.  Under  the  5,000  unit  program,  there  have  been  1,350 
vouchers  issued  that  would  be  honored,  but  no  constructed  units  would  be  com- 
pleted. 

Question.  What  would  be  the  reaction  of  hard-liners  and  others  if  the  rescission 
were  to  become  law? 

Answer.  Hardliners,  particularly  Zhirinovsky's  LDPR,  will  exploit  a  USG  cancella- 
tion of  the  Russian  Officer  Resettlement  Program  to  the  fullest  and  to  the  detriment 
of  the  Yeltsin  government  and  to  US/Russia  bilateral  relationships.  This  was  re- 
ported explicitly  by  the  Moscow  Embassy  Political  Officer  who  recently  met  with  key 
representatives  of  the  Duma's  Foreign  Affairs  Committee  and  LDPR  representa- 
tives. Zhirinovsky  is  already  taking  full  advantage  of  US  and  Russian  differences 
on  Iran,  Iraq  and  the  Baltics.  He  is  planning  in  the  foreseeable  future  a  trip  to  the 
disputed  border  area  between  Estonia  and  Russia  and  already  hopes  to  begin  taking 
advantage  of  the  US  position  in  support  of  the  Baltics  as  being  to  the  detriment  of 
Russia  and  an  example  of  poor  judgment  from  Yeltsin  in  selling  out  on  Russia's  in- 
terests. 

The  Russian  Military  will  also  be  very  disturbed  by  reneging  on  the  deal  as  they 
are  already  under  extreme  budgetary  pressure.  To  have  officers,  even  though  de- 
mobilized and  technically  civilians,  putting  pressure  on  the  Ministry  of  Defense  to 
make  good  on  a  USG  deal,  will  not  be  welcomed  and  could  be  used  further  by  the 
LDPR  in  internal  politics. 

Further,  the  Moscow  Embassy  received  a  letter  from  the  Ministry  of  Foreign  Af- 
fairs asserting  support  for  the  Program  and  satisfaction  with  the  swift  pace  of  im- 
plementation. The  letter  implies  that  a  curtailment  could  cause  internal  issues  for 
the  GOR  with  local  authorities  and  of  course  the  LDPR. 

Question.  The  rescission  was  for  $110  million,  aren't  all  of  these  funds  under  con- 
tract? 

Answer.  As  of  the  beginning  of  March,  1995,  $152  million  of  the  $160  million  ap- 
propriated for  this  program  was  contracted.  The  remaining  $8  million  in  the  project 
will  be  contracted  by  mid-April. 
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Temporary  Housing  for  Russian  Troops 

Question.  How  many  troops  are  living  in  barracks  and  other  temporary  housing 
awaiting  housing  under  this  program — and  how  many  are  retired  and  in  the  Baltics 
awaiting  housing  so  that  they  can  move? 

Answer.  No  one  really  knows  how  many  officers  are  in  barracks.  The  number  of 
retired  and  demobilized  officers  (including  pre  and  post  1/28/93  demobilized  officers) 
is  roughly  10,500  in  Latvia  and  9,500  in  Estonia.  Of  this  amount,  1,100  officers  in 
Estonia  and  2,400  officers  in  Latvia  were  demobilized  after  August  28,  1992. 

Latvian  officials  estimate  that  between  2,000-4,000  demobilized  officers  are  now 
what  Latvia  considers  illegal  aliens  in  Latvia.  Estonia  officials  estimate  that  around 
1,100  demobilized  officers  are  now  residing  as  what  Estonia  considers  illegal  aliens. 
No  one  really  knows  the  exact  numbers,  however  Russia  is  working  with  the  Lat- 
vian and  Estonian  governments  to  define  this  issue  more  exactly. 

Close  Out  Costs 

Question.  What  do  you  estimate  the  cost  to  the  United  States  to  be  if  we  were 
to  stop  the  relocation  projects? 

Answer.  Estimated  accrued  expenditures  as  of  the  end  of  March  are  $68.0  million. 
Close  out  costs  are  difficult  to  estimate  since  the  settlement  for  the  termination  of 
contracts  is  determined  through  negotiation  with  the  contractors.  Preliminary  esti- 
mates, however,  put  the  close  out  costs  at  approximately  $45.5  million  exclusive  of 
legal  fees. 

Voucher  Program  for  Housing 

Question.  Provide  for  the  record  an  explanation  of  steps  that  have  been  taken  to 
reform  the  voucher  program  for  housing. 

Answer.  The  voucher  program  has  been  successful  from  its  inception.  The  imple- 
mentation programs  have  been  more  logistical  in  nature  than  programmatic,  such 
as  Russian  officers  residing  in  the  Baltics  having  difficulties  getting  reentry  visas. 

To  expedite  the  voucher  program,  USAID  has  taken  the  following  steps:  (1)  per- 
suade the  Russian  Ministry  of  Defense  to  supplement  their  full-time  staff  in  Riga 
and  Tallinn  to  manage  the  voucher  program;  (2)  instructed  the  voucher  contractor 
to  establish  regional  officers  in  Riga  and  Tallinn;  (3)  expanded  the  number  of  sites 
at  which  vouchers  can  be  used;  (4)  persuaded  the  municipal  authorities  at  each  site 
to  set  up  an  office  to  help  the  Russian  officers  select  houses;  and  (5)  assigned 
USAID  contractor  representatives  to  each  site  to  expedite  housing  sales  to  Russian 
officers. 

To  maximize  efficient  use  of  program  funds,  the  program  has  been  modified  from 
the  pilot  program  which  allowed  the  officers  to  retain  the  difference  between  the 
purchase  price  of  their  unit  and  the  maximum  value  of  their  voucher,  up  to  a  maxi- 
mum value  of  $25,000.  The  follow-on  project  will  only  redeem  the  vouchers  for  the 
actual  cost  of  the  unit  purchased,  to  a  maximum  of  $25,000. 

Elections 

Question.  New  parliamentary  elections  are  scheduled  for  next  December  in  Russia 
and  presidential  elections  the  following  year.  What  part  is  the  United  States  taking 
to  assure  that  these  elections  are  going  to  take  place? 

Answer.  The  United  States  Government,  at  the  highest  levels,  is  encouraging  the 
Russian  Government  to  proceed  with  the  elections  on  schedule.  On  the  assistance 
side,  U.S.  Government  programs  funded  by  USAID  focus  on  political  party  develop- 
ment, support  to  the  Central  Election  Commission,  voter  education,  poll  worker 
training,  and  training  for  independent  television  stations  in  objective  election  cov- 
erage and  staging  of  televised  campaign  debates.  As  the  December  parliamentary 
elections  draw  closer,  we  will  be  refining  and  intensifying  all  these  activities,  in 
close  consultation  with  our  USAID  grantees,  the  U.S.  Embassy  and  the  Department 
of  State. 

Question.  If  we  don't  complete  our  commitments  in  Russia,  and  assist  with  the 
elections  and  other  reforms,  are  we  putting  ourselves  in  the  position  of  potentially 
helping  the  hard-liners  in  the  election  process? 

Answer.  Yes.  U.S.  assistance  is  helping  reformist-minded  political  parties  build 
their  capacity  to  communicate  effectively  with  citizens  and  play  a  greater  role  in  the 
political  process,  including  elections.  If  we  withdraw  our  aid,  it  is  possible  that  their 
campaigns  will  suffer  as  a  result. 
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The  international  Monetary  Fund 

Question.  Over  the  past  year  Russia  and  other  states  of  the  Former  Soviet  Union 
have  been  taking  steps  to  quality  for  assistance  from  the  International  Monetary 
Fund.  I  understand  that  the  IMF  is  close  to  entering  into  an  agreement  with  Russia 
for  a  $6.4  Billion  Standby  Loan  Agreement.  What  is  the  status  and  how  has  U.S. 
assistance  been  instrumental  in  bringing  about  reforms  sought  by  the  IMF? 

Answer.  The  IMF  has  completed  its  negotiations  with  the  Russian  Federation  for 
a  Standby  Loan  Agreement  to  provide  $6.25  billion  annually  for  the  next  3  years. 
The  IMF  loan  will  be  disbursed  in  monthly  tranches — an  unusual  arrangement — 
to  permit  very  close  monitoring  of  Russia's  compliance  with  the  stringent  fiscal  tar- 
gets mandated  by  the  agreement.  The  IMF  has  consulted  closely  with  the  USG 
throughout  the  negotiations,  and  we  have  stressed  in  our  bilateral  dialogue  with  the 
GOR  the  importance  of  meeting  the  targets  to  achieve  macroeconomic  stabilization, 
the  first  step  toward  successful  economic  restructuring  and  recovery. 

The  U.S.  provides  both  long-term  and  short-term  technical  advice  to  Russia's  Min- 
istry of  Finance.  Our  consultants  play  important  roles  in  bringing  about  budgetary 
and  other  reform  measures  sought  by  the  IMF. 

The  IMF  stand-by  will  require  reduction  of  the  budget  deficit  of  the  Russian  gov- 
ernment to  5%  of  GDP,  requiring  difficult  measures  on  both  the  revenue  and  the 
expenditures  side  of  the  budget.  U.S.  Treasury  advisors  have  focussed  on  increased 
transparency  of  the  budget  process  by,  for  example,  bringing  all  federal  government 
spending  on  agriculture  together  in  one  place  on  the  budget.  This  has  had  an  impact 
on  Russian  policy  makers'  thinking  that  has  helped  address  the  need  to  reduce  sub- 
sidies— particularly  in  agriculture — and  has  achieved  some  subsidies  reduction 
which  will  reduce  the  drain  on  the  Russian  budget. 

The  IMF  agreement  is  tied  to  achieving  specific  performance  targets  and  esti- 
mates of  public  revenues  and  GDP.  A  USAIS-funded  technical  assistance  team  in 
the  Ministry  of  Finance  (MOF)  is  strengthening  Russian  Federal  tax  policy  and  ad- 
ministration. In  facilitating  a  relationship  between  the  MOF  and  the  State  Tax 
Service  (STS),  they  have  improved  the  data  base  available  to  the  MOF  for  revenue 
estimation  and  will  help  the  STS  analyze  their  collection  efforts  in  order  to  focus 
their  efforts  in  areas  where  substantial  revenues  can  be  anticipated.  Software  is  to 
be  developed  by  June  to  help  answer  budget  questions  to  be  faced  in  1996.  The  team 
is  already  responsible  for  developing  a  new  method  of  forecasting  GDP  with  MOF 
data  and  this  was  used  in  the  IMF  negotiations. 

Training  in  tax  administration  provided  by  the  IRS  under  the  Treasury  IAA  with 
USAID  has  similarly  helped  build  the  fiscal  administration  capability  that  will  be 
needed  to  make  the  IMF  program  work. 

While  it  is  difficult  to  quantify  the  impact  these  inputs  have  had  on  the  successful 
completion  of  the  IMF  negotiations  and  the  implementation  of  the  economic  reform 
program  to  be  supported  by  the  IMF  Stand-By,  it  is  clear  they  significantly  support 
the  process. 

Russia  Versus  Other  States  of  the  Former  Soviet  Union 

Question.  Last  year  a  great  deal  was  made  about  "too  much"  assistance  going  to 
Russia  and  "not  enough"  to  other  states  of  the  Former  Soviet  Union. 

How  did  the  actual  balance  work  out  for  fiscal  year  1995,  and  how  do  you  think 
the  balance  has  worked  between  fiscal  year  1993  and  fiscal  year  1995. 

Answer.  In  fiscal  year  1995,  the  percentage  of  USAID  assistance  to  Russia  is 
40.5%.  This  compares  to  52.0%  in  fiscal  year  1993,  and  62.4%  in  fiscal  year  1994. 

NIS  Funding  Breakdown 

Question.  What  is  the  breakdown  in  funding  for  fiscal  year  1996? 
Answer.  For  fiscal  year  1996,  the  percentage  of  assistance  for  Russia  is  projected 
to  be  33.0%. 
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Management  of  NIS  Program 

Question.  What  steps  have  USAID  and  State  taken  during  the  last  year  to  im- 
prove the  management  of  the  program  for  the  Former  Soviet  Union? 

Answer.  In  the  last  18  months,  we  have  put  sweeping  reforms  in  place.  USAID 
has  announced  the  closing  of  21  missions,  reduced  total  staff  from  10,600  to  9,400 
people,  begun  to  reduce  the  project  design  to  implementation  time  from  27  to  6 
months,  started  to  fully  integrate  state-of-the-art  financial  management  systems, 
completed  an  agency-wide  rightsizing  effort,  and  dramatically  opened  up  its  procure- 
ment process. 

In  the  NIS,  taxpayer  dollars  are  being  focused  on  reform  and  reformers,  with 
budgets  radically  scaled  back  in  non-reforming  countries  where  they  do  not  produce 
results.  We  have  cut  our  programs  to  Turkmenistan,  Tajikistan,  and  Azerbaijan,  to 
under  $10  million.  We  have  kept  assistance  to  Uzbekistan  at  just  over  $10  million. 
We  have  also  kept  the  Belarus  program  at  under  $10  million  and  focused  on  grass- 
roots activities. 

Non-performing  programs  are  being  terminated  or  phased  out,  and  funds  are 
being  shifted  to  higher  pay-off  activities.  Programs  that  have  been  cut  include: 

(1)  Public  education  on  the  market  economy  in  Russia — did  not  show  results  in 
the  mid-term  evaluation. 

(2)  Grain  storage  program — proved  less  urgent  than  anticipated  and  the  rush  to 
start-up  produced  poor  results. 

(3)  Public  Education  funds  in  Kazakhstan— judged  not  to  be  of  highest  priority  in 
the  context  of  limited  assistance  resources. 

(4)  Demonopolization  activities  in  Uzbekistan  and  Ukraine — the  local  counterparts 
were  not  ready. 

We  are  striving  to  make  our  ongoing  and  new  programs  sharper  and  better  di- 
rected so  that  they  have  achieve  results  faster.  We  have  re-worked  programs  in  key 
fields  such  as  the  rule  of  law  and  small  business  development  to  get  better  results. 
In  the  area  of  land  reform,  we  have  made  successful  adjustments  in  both  Russia 
and  Ukraine.  In  Russia,  we  have  focused  on  urban  land  reform  and  on  developing 
a  set  of  models  for  farm  privatization.  In  Ukraine,  we  have  shifted  from  the  national 
level  to  local  private  programs  which  are  now  feeding  their  experience  up  to  the 
central  government,  resulting  in  presidential  decrees  and  national  support  for  the 
local  efforts. 

The  Agency  has  done  everything  possible  to  take  the  NIS  assistance  program  "be- 
yond the  beltway"  and  into  America.  Through  December  1994,  over  52  percent  of 
the  total  number  of  all  contracts,  grants,  and  subcontracts  have  been  let  to  firms 
outside  the  Washington  metropolitan  area;  10  percent  are  with  other  U.S.  Govern- 
ment agencies;  and  less  than  38  percent  are  with  "beltway"  firms.  These  proportions 
represent  progress. 

Finally,  we  are  actively  engaged  with  other  USG  agencies  as  partners  in  U.S.  for- 
eign policy  efforts  with  respect  to  the  NIS  region.  USAID  has  taken  every  possible 
measure  to  simplify  relations  with  other  agencies  and  to  promote  a  common  ap- 
proach to  U.S.  policy  objectives.  We  have  changed  the  way  in  which  we  make  inter- 
agency agreements  to  make  them  faster  and  eliminate  USAID  oversight  that  others 
are  better  suited  to  perform.  The  Assistant  Administrator  for  USAID's  Bureau  of 
Europe  and  the  New  Independent  States  has  personally  met  with  every  USG  agency 
involved  in  assistance  to  the  NIS  countries.  We  have  shown  how  the  USG  can  pull 
together  to  present  a  united  front  on  business,  energy,  environment,  space  and  other 
issues  in  our  national  interest. 

Corruption  and  Crime 

Question.  During  the  past  year  there  have  been  a  number  of  articles  about  corrup- 
tion and  wasted  spending  in  Russia.  Although  these  articles  were  not  aimed  at  the 
U.S.  assistance  program  it  certainly  is  of  concern  to  the  committee. 

What  actions  have  you  taken  to  help  safeguard  the  USAID  and  State  programs 
from  corruption  and  waste? 

Answer.  Our  policy  is  to  build  in  safeguards  for  all  USAID  programs  to  ensure 
that  waste  and  corruption  do  not  occur.  Most  of  our  assistance  finances  U.S.  goods 
and  services,  usually  through  U.S.  contractors  or  grantees.  Funds  are  not  turned 
over  directly  to  local  institutions,  nor  is  cash  provided  to  any  government.  Each  pro- 
gram follows  a  work  plan  developed  by  the  implementing  entity  (contractor  or  grant- 
ee) and  the  local  counterpart.  USAID  project  staff  review  and  approve  the  work  plan 
which  details  when  and  how  activities  (including  procurement)  will  be  carried  out 
and  the  associated  costs.  Projects  staff  also  monitor  implementation,  including  the 
review  of  progress  and  financial  reports,  to  ensure  compliance  with  the  agreed  upon 
work  plan.  This  process  is  staff  intensive,  but  one  consequence  is  that  problems  can 
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be  identified  at  an  early  stage.  In  turn,  necessary  adjustments  can  be  made  in  a 
timely  fashion  and  inappropriate  expenditure  of  program  funds  avoided.  Financial 
records  must  be  kept  by  all  assistance  recipients,  contractors  and  grantees,  and 
independent  financial  audits  are  required.  These  records  are  also  subject  to  audit 
by  USAID's  Office  of  the  Inspector  General. 

Crime  and  Nuclear  Smuggling 

Question.  The  FBI  has  set  up  an  office  in  Moscow  to  assist  with  organized  crime 
and  nuclear  smuggling.  What  has  been  the  level  of  cooperation  with  Russian  offi- 
cials and  the  FBI?  Has  there  been  progress?  Will  rescissions  threaten  this  oper- 
ation? 

Answer.  The  cooperation  between  the  FBI  and  Russian  officials  in  Moscow  has 
been  excellent.  Although  it  is  too  early  to  cite  a  reduction  in  crime  or  an  increase 
in  arrests,  the  opening  of  the  office  has  led  to  a  greater  exchange  of  information  and 
cooperation  between  the  FBI  and  their  Russian  counterparts.  We  expect  this  will 
lead  to  successful  joint  investigations  that  will  impact  on  trans-national  crime. 

We  do  not  yet  know  the  levels  of  recissions  which  may  be  passed,  so  we  cannot 
determine  exact  cuts  in  programs.  This  remains  a  high  priority  activity,  however. 

Programs  for  the  Soviet  Union 

Question.  What  efforts  have  been  made  to  increase  U.S.  participation  in  programs 
for  the  Former  Soviet  Union  (i.e.,  how  have  we  broadened  participation — beltway 
bandits)? 

Answer.  Under  Brian  Atwood's  leadership,  USAID  has  undertaken  a  series  of 
comprehensive  reforms  to  achieve  greater  efficiency  and  transparency.  For  example, 
conflict  of  interest  regulations  have  been  tightened — contractors  may  not  both  de- 
sign an  activity  and  compete  to  implement  it.  The  performance-based  contracting 
mode  has  been  highlighted  by  our  procurement  professionals  as  a  tool  of  choice  in 
some  cases.  Performance  based  contracting,  oriented  toward  the  description  by 
USAID  of  the  "result"  we  are  seeking  instead  of  level  of  effort  statements  and  elabo- 
rate descriptions  of  inputs  desired,  may  further  encourage  U.S.  firms  with  strong 
capacity  in  their  fields  but  little  or  no  previous  USAID  experience  to  bid  on  USAlD 
procurements.  All  Requests  for  Proposals  (RFPs)  are  now  available  on  INTERNET. 
Public  meetings  in  a  "town  meeting"  format  are  being  held  to  get  the  point  of  view 
of  a  wide  spectrum  of  participants  in  the  reform  process.  In  addition,  we  are  holding 
bidders  conferences  on  specific  procurement  actions  in  cities  throughout  the  U.S.  For 
example,  in  our  privatization  procurement  for  Eastern  Europe  and  the  New  Inde- 
pendent States  (conducted  last  year)  we:  advertised  in  21  papers  throughout  the 
U.S.  and  in  various  PVO  journals.  In  addition,  we  held  bidders  conferences  in  3 
cities  across  the  U.S.  (Newark,  New  Jersey,  St.  Louis,  Missouri,  and  Seattle,  Wash- 
ington) and  held  press  roundtables  to  get  the  word  out.  The  RFPs  were  also  made 
available  on  INTERNET  and  ensured  that  the  procurement  process  would  be  open 
to  small  organizations.  So  far,  more  than  half  the  awards  went  to  small  businesses. 
Four  awards  totalling  $47. 9M  were  made  to  either  small  or  small  disadvantaged 
businesses,  while  only  three  awards  totalling  $41.5M  were  made  to  large  firms.  Our 
goal  for  the  remaining  activities  under  this  procurement  is  to  award  at  least  50% 
of  the  contracts  to  small  businesses.  In  addition,  the  Agency  recently  established  an 
Ombudsman  in  the  Office  of  Procurement.  This  position  serves  as  a  point  of  contact 
for  prospective  grantees,  contractors,  and  individuals  with  questions  regarding  how 
to  compete  effectively  for  USAID  procurements. 

U.S.  Contractor  Participation 

Question.  What  is  your  estimate  of  the  percentage  of  U.S.  contractor  participation 
in  the  NIS  program? 

Answer.  Of  the  total  NIS  assistance  package  of  $2.1  billion  in  FY  1994,  about  34r/c 
was  implemented  through  technical  assistance  contracts.  The  remainder  was  imple- 
mented through  direct  grants  of  equipment  purchases  (30%),  agreements  with  other 
U.S.  government  agencies  (20%),  agreements  with  nongovernmental,  private  vol- 
untary and  international  organizations  (11%),  and  training  programs  (4%). 

Family  Planning  Plans  for  FY  1996 

Question.  The  conference  agreement  on  the  Fiscal  Year  1995  bill  includes  lan- 
guage supporting  an  increase  in  funding  for  family  planning  in  the  Former  Soviet 
Union,  with  emphasis  on  the  need  for  more  programs  in  Russia.  How  have  you  re- 
sponded to  this  recommendation  and  what  are  your  plans  for  Fiscal  Year  1996? 
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Answer.  USAID  will  fully  meet  Congressional  recommendations  for  $15  million  in 
FY  1995  FREEDOM  Support  Assistance  funds  for  women's  health  and  family  plan- 
ning services  in  the  New  Independent  States.  These  funds  will  supplement  approxi- 
mately $15  million  in  ongoing  family  planning  activities. 

FY  95  funds  will  be  provided  to  the  following  countries: 

Russia:  USAID  has  initiated  a  new  four-year,  $7.5  million  program  (of  which  $6.0 
million  is  provided  in  FY  95)  to  address  the  reproductive  health  needs  of  Russian 
women  and  will  include  the  following  interventions:  (1)  An  extensive  information/ 
education/communication  program  to  provide  the  public  with  information  about  the 
safety,  efficacy  and  health  benefits  of  modern  contraceptives;  (2)  Enhancement  of  ex- 
isting reproductive  health/family  planning  curricula  in  order  to  provide  updated 
training  to  health  professionals;  (3)  Establishing  model  family  planning  centers  in 
six  oblasts  to  provide  high  quality  services  to  local  communities  while  training 
health  care  providers  in  the  use  of  modern  contraceptives  and  client  counseling;  and 
(4)  Dialogues  will  be  established  with  policy  makers  to  build  commitment  to  family 
planning  as  an  effective  health  intervention  and  sound  economic  intervention  and 
to  strengthen  the  public  sector's  capacity  to  plan,  manage  and  evaluate  family  plan- 
ning programs. 

Ukraine  and  Moldova:  USAID  has  initiated  new  programs  in  Ukraine  ($3  million) 
and  Moldova  ($400,000)  in  FY  95  to  work  in  the  following  areas:  1)  Dialogue  will 
be  established  among  policy  makers  to  build  a  commitment  for  family  planning;  2) 
Oblast  level  centers  for  clinical  contraceptive  training  will  be  established;  reproduc- 
tive health/family  planning  curricula  will  be  developed  to  provide  updated  training 
to  health  professionals;  contraceptive  supplies  will  be  provided  to  support  the  train- 
ing programs;  and  3)  Client  and  service  provider  information/communications/edu- 
cation programs  on  the  benefits  of  family  planning  will  be  developed. 

Central  Asian  Republics  (Kazakhstan,  Kyrgyz  Republic,  Tajikistan,  Turkmenistan 
and  Uzbekistan):  The  current  $12.3  million  Central  Asia  family  planning  program 
was  initiated  in  1993  and  funded  over  a  four-year  period  to  support  modernization 
as  well  as  improved  effectiveness  and  financing  of  family  planning  services.  The  pro- 
gram has  provided  assistance  in  strategic  planning  for  national  program  expansion, 
training,  contraceptive  marketing  and  communications.  More  than  1500  physicians 
have  received  training  in  modern  contraceptive  methods,  clinical  skills,  and  infec- 
tion control.  Partnerships  with  the  private  sector  have  brought  affordable,  high 
quality  contraceptives  to  90  pharmacies  in  three  major  cities  in  Kazakhstan  with 
expansion  underway  to  the  entire  region. 

In  the  Central  Asian  Republics,  the  additional  $5.6  million  in  funding  in  FY  95 
will:  1)  Fund  the  expansion  of  contraceptive  marketing  and  provide  current  informa- 
tion for  maternal/child  health  care  planning  in  Kazakhstan,  the  Kyrgyz  Republic 
and  Uzbekistan;  2)  Promote  privatization  of  the  health  care  sector  in  Central  Asia; 
3)  Expand  development  of  family  planning  training  programs  in  Kazakhstan,  the 
Kyrgyz  Republic  and  Uzbekistan;  and  4)  Provide  health  and  family  planning  train- 
ing for  Central  Asian  policy  makers. 

We  are  in  the  very  initial  state  of  planning  activities  for  Fiscal  Year  1996.  While 
we  plan  to  continue  the  above  activities  in  FY  96,  plans  for  any  new  activities  to 
begin  in  FY  96  are  yet  to  be  determined. 


Questions  for  the  Record  Submitted  by  Congresswoman 

Pelosi 

SUBMITTED  TO  THE  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Russian-American  Enterprise  Fund 

Question.  Regarding  the  Russian  Enterprise  Fund:  Is  it  true  that  they  are  expend- 
ing $6  million  a  year  in  expenditures  and  only  putting  $2  or  $3  million  a  year  out 
in  grants?  Why  is  there  such  a  low  level  of  grants  and  such  a  high  level  of  expendi- 
tures? 

Answer.  During  the  period  of  9/27/93,  the  date  of  its  incorporation,  until  9/30/94 
the  Russian-American  Enterprise  Fund  ("RAEF")  incurred  expenses  of  $3.5  million 
and  disbursed  $1.1  million  in  loans  and  equity  investments  for  three  separate  enter- 
prises. Although  the  RAEF  and  other  enterprise  funds  can  make  grants,  their  prin- 
cipal means  of  encouraging  the  growth  of  the  private  sector  is  through  loans  and 
equity  investments. 

It  is  not  uncommon  for  an  enterprise  fund's  operating  expenses  during  its  first 
year  to  exceed  the  amount  of  investments  made.  This  has  generally  been  the  pattern 
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exhibited  by  earlier  enterprise  funds  operating  in  Central  and  Eastern  Europe.  Dur- 
ing this  first  year  of  operation  a  fund  will  spend  much  of  its  time  and  energy  re- 
cruiting staff,  setting  up  operations  in  the  host  country,  recruiting  local  banks  for 
small  business  lending  programs  sifting  through  hundreds,  if  not  thousands  of  pro- 
posals. In  the  case  of  the  RAEF,  2,500  proposed  project  descriptions  have  been  re- 
viewed as  of  this  date. 

In  the  current  fiscal  year  the  RAEF  anticipates  that  its  cash  operating  expenses 
(i.e.  before  depreciation  and  amortization)  will  go  up  and  level  off  at  just  over  $6 
million.  On  the  investment  side,  an  additional  $2  million  has  been  disbursed  since 
9/30/94.  Another  $8.9  million  in  transactions  has  been  approved  by  the  Board  and 
is  awaiting  disbursement  pending  the  completion  of  final  negotiations.  In  addition, 
over  $20  million  in  new  transactions  will  be  up  for  Board  approval  in  April.  Should 
all  these  transactions  be  "closed"  (i.e.  disbursed),  total  loans  and  investments  would 
rise  to  $32  million  not  counting  the  Small  Business  Lending  Program,  which  antici- 
pates making  loans  of  up  to  $75,000  per  borrower  at  the  rate  of  $1  million  per 
month  by  the  Summer  of  1995.  Eight  Russian  banks  are  participating  in  the  small 
business  lending  program. 

The  RAEF  is  projecting  that  it  will  have  authorized  and  committed  from  $60  to 
$70  million  in  total  loans  and  equity  investments  by  the  end  of  this  fiscal  year. 

While  we  are  encouraging  the  RAEF  to  move  as  rapidly  as  possible  and  keep  cots 
down,  we  also  recognize  that  the  RAEF  is  operating  in  an  extremely  difficult  envi- 
ronment, unlike  that  found  by  the  earliest  enterprise  funds  in  Poland,  Hungary  and 
Czechoslovakia.  The  Fund  is  trying  to  overcome  an  array  of  problems  involved  in 
doing  business  in  the  Russian  Federation:  complex  or  unfathomable  laws  and  regu- 
lations, difficult  travel  and  communications,  and  perhaps  most  significant,  minimal 
understanding  in  Russia  of  the  principles  of  a  market  economy. 

Funds  For  Russia 

Question.  I  understand  there  may  be  at  least  six  different  "funds"  for  Russia — 
the  Defense  Enterprise  Fund,  the  Fund  for  Large  Enterprises,  the  Russian  Enter- 
prise Fund,  the  Russian  Partners  Fund,  the  Russia-NIS  Partners  Fund,  the  Russia- 
NIS  Majority  Project  Fund  and  the  Russia  Small  Business  Fund,  and  another  one 
in  the  pipeline,  the  First  NIS  Frontier  Fund.  Wouldn't  it  make  sense  to  merge 
them?  Wouldn't  this  be  a  more  cost-effective  way  to  provide  assistance? 

Answer.  The  funds  you  mention  have  different  sources  of  financing  as  well  as  dif- 
ferent target  groups.  Several  of  them  are  directly  funded  by  the  U.S.  Government 
appropriations  through  USAID:  the  Russian  American  Enterprise  Fund  (RAEF),  the 
Fund  for  Large  Enterprises  (FLER),  the  Small  Business  Fund  in  cooperation  with 
EBRD,  and  the  Regional  Venture  Fund  for  Lower  Volga,  also  with  EBRD.  In  addi- 
tion, the  U.S.  Government  directly  funds  the  Defense  Enterprise  Fund  (DEF) 
through  the  Department  of  Defense. 

The  other  funds  you  mention  are  being  raised  from  private  sources  (e.g.  pension 
funds)  through  private  fund  managers  (e.g.  Paine  Webber  for  the  Russia  Partners 
Fund)  with  a  partial  guaranty  from  the  Overseas  Private  Investment  Corporation 
(OPIC).  As  private  funds,  they  are  primarily  interested  in  above  average  financial 
returns. 

The  three  enterprise  funds  operating  in  Russia  (FAEF,  FLER  and  DEF)  are  more 
development-focused,  with  each  targeting  a  different  sector:  the  RAEF  targets  small 
to  medium  businesses  and  is  very  similar  to  concept  to  the  earlier  enterprise  funds 
established  in  Central  and  Eastern  Europe;  the  FLER  focuses  on  medium  to  large 
enterprises,  particularly  those  emerging  from  the  mass  privatization  program;  and 
the  DOD  Defense  Fund  targets  defense  conversion  transitions. 

We  are  continuously  looking  for  ways  in  which  the  USAID-capitalized  funds  in 
Russia  could  operate  more  efficiently,  including  the  possibility  that  funds  might 
merge  all  part  of  their  operations,  without  compromising  their  ability  to  reach  their 
respective  target  groups.  FLER,  for  example,  has  been  very  successful  in  attracting 
the  interest  of  well-established  American  firms  in  the  large,  more  technically  sophis- 
ticated Russian  enterprises,  while  the  RAEF  is  moving  ahead  to  implement  its  small 
business  lending  program,  which  will  help  establish  the  entrepreneurial  class  that 
is  so  important  to  Russia's  overall  development. 

Russian  Privatization 

Question.  I  understand  that  in  the  early  years,  the  privatization  program  for  Rus- 
sia was  directed  at  macroeconomic,  institutional  changes.  The  institutional  frame- 
works should  be  in  place  by  now.  Shouldn't  we  direct  assistance  to  actual  businesses 
now? 
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Answer.  The  first  eighteen  months  of  USAID  privatization  assistance  were  di- 
rected at  the  transfer  of  assets  from  state  to  private  ownership.  This  began  in  ear- 
nest in  December  of  1992  and  by  June  of  1994,  with  the  completion  of  the  coupon 
mass  privatization  program,  10ri  of  Russia's  industrial  assets  had  been  transferred. 
This  was  the  most  far-reaching  privatization  effort  ever  attempted,  selling  17,000 
medium  enterprises  and  60,000  small  enterprises.  Still  remaining  are  the  large  stra- 
tegic enterprises  and  cash  sales  of  residual  state  ownership  in  privatized  enter- 
prises. 

Beginning  in  February,  1994  intensive  efforts  were  made  to  establish  the  com- 
plementary institutional,  legal  and  regulatory  frameworks  that  will  make  these  en- 
terprises successful.  For  example,  work  on  capital  markets  institutions  such  as  the 
securities  regulatory  body,  central  depositories,  and  share  registries  began  in  Feb- 
ruary, 1994,  and  support  for  land  markets  institutions  began  in  October  of  1994. 
While  a  great  deal  has  been  accomplished  thus  far,  USAID  efforts  to  establish  mar- 
ket-based institutions  are  still  very  much  unfinished.  We  anticipate  completing  the 
bulk  of  these  efforts  in  the  next  two  years. 

We  have,  however,  begun  directing  assistance  at  actual  businesses  as  well.  Pilot 
efforts  located  in  8  regions  are  underway  to  provide  financial,  accounting,  market- 
ing, technical  and  other  assistance.  This  is  an  effort  coordinated  with  other  donors. 
AS  the  results  become  available,  successful  pilots  will  be  expanded  and  replicated 
across  Russia. 

Selection  of  Consultants  and  the  CDC  Model 

Question.  I  have  heard  repeated  concerns  about  accounting  and  consulting  firms 
which  receive  NIS  funds  sending  inexperienced  individuals  to  tackle  the  tough  chal- 
lenges in  the  NIS.  There  are  also  troubling  reports  of  large  salaries  and  large  per 
diems  being  paid  to  U.S.  contractors  in  the  NIS. 

The  Citizens  Democracy  Corps  (CDC)  provides  an  excellent  model  of  the  successes 
of  seasoned  managers  working  at  the  grass-roots  with  NIS  businesses.  CDC's  ap- 
proach is  based  on  volunteer  advisors  drawn  from  the  top  ranks  of  American  busi- 
ness, entrepreneurship  and  economic  development.  All  have  a  minimum  of  ten  years 
senior  level  management  experience.  There  approach  is  cost-effective  and  productive 
for  the  long  term. 

Aren't  CDC  and  its  cousin  organizations  a  good  model  for  significant  aspects  of 
development  in  the  region? 

Answer.  Regarding  the  selection  of  consultants,  choosing  individuals  with  appro- 
priate skills  and  experience  is  taken  very  seriously  by  both  USAD  and  the  NIS  gov- 
ernment counterparts.  For  every  project,  USAID  project  officers  carefully  review 
many  resumes.  Individuals  filling  key  positions  are  then  interviewed  by  USAID  and 
the  NIS  counterpart.  Typically  a  mix  of  experience  and  skill  levels  are  required  to 
make  a  good  team  working  on  a  project.  Teams  usually  include  both  senior  and  mid- 
level  managers. 

As  an  example  of  some  of  the  highly  experienced  talent  we  have  used,  some  of 
the  current  and  past  consultants  for  our  privatization  program  have  been: 

Former  Chairman  of  a  regional  SEC  (Cliff  Kennedy) 

Former  Vice  President  of  NASD  (Molly  Bailey) 

Former  Wall  Street  executives  ( Jonathon  Bulkley) 

Senior  Vice  President,  Bank  of  America  (Jim  Robinson) 

World  Experts  in  Antitrust  from  MIT  (Joskow  and  Schmaleinsee) 

Top  Land  Reform  practitioners  (Roy  Prosterman) 

Distinguished  agricultural  economist  from  University  of  Chicago  (Gail  Johnson) 

Leading  financial  economist  from  University  of  Chicago  (Robert  Vishny) 

Top  International  Development  Market  Economists  (Jeffrey  Sachs  and  Andrei 
Schleifer) 

We  have  not  approved  any  salary  waivers  for  advisors  in  the  NIS  program  in  the 
past  two  years.  Salary  rates  fall  within  the  USG  pay  schedule.  Under  our  new  Om- 
nibus Privatization  and  Economic  Restructuring  contracts,  firms  will  be  paid  fully 
burdened  fixed  daily  rates  for  different  labor  categories.  These  rates  were  bid  by 
contractors  in  an  extremely  large  competition  to  ensure  that  USAID  pays  the  lowest 
rates  possible. 

Per  diems  for  U.S.  contractors  are  in  accordance  with  the  Federal  Acquisition  Reg- 
ulations. 

Regarding  the  Citizens  Democracy  Corps,  we  agree  that  it  is  a  successful  and 
cost-effective  model  of  employing  experienced  American  volunteers  to  work  at  the 
grass-roots  level.  USAID  supports  a  number  of  organizations  which  also  employ  this 
approach,  including  the  International  Executive  Service  Corps,  Volunteers  in  Over- 
seas Cooperative  Assistance  and  other  volunteer  organizations  under  the  Farmer- 
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to-Farmer  program,  and  the  American  Bar  Association.  This  type  of  assistance  has 
been  particularly  effective  in  providing  targeted,  short-term  assistance  to  individual 
firms.  We  do  not  believe  it  is  the  best  assistance  tool  in  every  situation,  however. 
For  example,  technical  assistance  efforts  requiring  long-term  advisory  services  at 
the  policy  level  generally  do  not  lend  themselves  to  the  volunteer  model  used  by  the 
CD<5,  since  advisors  normally  cannot  commit  to  long-term  pro  bono  service. 

Environment 

Question.  USAID  should  be  congratulated  for  the  success  of  its  $1  million  grants 
program  for  strengthening  Russian  environmental  grassroots,  run  by  ISAR  (for- 
merly the  Institute  for  Soviet-American  Relations).  Nonetheless,  I  have  heard  con- 
cerns that  a  large  amount  of  U.S.  funding  goes  toward  American  contractors,  who 
often  charge  hefty  consulting  fees  and  overhead. 

How  is  USAID  working  to  reduce  the  flow  of  U.S.  funds  to  U.S. -based  contractors 
and  to  increase  the  flow  of  funds  to  Russian  grassroots  and  local  organizations? 

Answer.  Each  of  the  U.S.  contractors  working  to  implement  USG  environment 
programs  in  Russia  have  been  told  to  emphasize  the  use  of  Russian  organizations 
and  individuals.  One  measure  of  the  success  of  this  policy  is  our  estimate  that  for 
each  person  year  of  assistance  from  U.S.  nationals  and  contractors,  3.3  person  years 
of  Russian  labor  is  being  purchased. 

In  a  review  of  programs  implemented  by  ISAR,  CH2M  Hill,  the  Harvard  Institute 
for  International  Development,  the  Institute  for  Sustainable  Communities,  and  Eco- 
logically Sustainable  Development  from  1993  through  1996  it  was  estimated  that 
246  person  years  of  assistance  from  Russian  nationals  would  be  purchased  versus 
73  person  years  from  U.S.  nationals.  This  ratio  of  1  to  3.3  reflects  the  targeted  ap- 
plication of  US  expertise  in  areas  where  the  U.S.  holds  a  comparative  advantage, 
such  as  financing  of  environmental  investments  or  cost  recovery  in  municipal  serv- 
ices. 

Our  largest  contractor  in  the  environment  field  in  Russia  has  been  instructed  to 
shift  responsibility  for  managing  in  Russia  from  U.S.  nationals  to  Russian  nationals 
as  our  programs  mature.  In  one  example,  the  U.S.  national  acting  as  Site  Manager 
of  our  multiple-source  pollution  reduction  program  in  the  Siberian  city 
Novokuznetsk  will  shift  responsibility  for  day-to-day  on-site  management  to  a  Rus- 
sian national  this  summer. 

On  the  issue  of  limiting  U.S.  contractor  overhead  and  consulting  fees  it  is  useful 
to  note  the  following.  Rates  charged  by  USAID  contractors  in  the  NIS  have  been 
generally  kept  at  a  level  significantly  below  the  USAID  daily  maximum.  Overhead 
rates  of  U.S.  contractors  working  for  USAID  are  strictly  limited  through  competitive 
procurement  and  USG  auditing  requirements. 

The  result  of  the  policies  above  is  that  new  Russian  enterprises  and  NGOs,  as 
well  as  many  technically  qualified  Russian  nationals,  are  being  employed  to  address 
environmental  issues  across  the  continent.  This  is  happening  in  the  Russian  Far 
East,  where  environmental  issues  across  the  continent.  This  is  happening  in  the 
Russian  Far  East,  where  environmental  NGOs  are  receiving  grants  to  network  and 
organize.  It  is  happening  in  central  Siberia,  where  the  newly  formed  Novokuznetsk 
Development  Fund  is  providing  Russian  staff  members  for  much  of  the  permanent 
program  in  that  city.  And  this  is  happening  in  Moscow  where  a  significant  part  of 
the  staff  at  the  U.S.  contractor's  headquarters  is  Russian,  many  hired  through  exist- 
ing or  newly  formed  Russian  organizations. 

Question.  It  is  my  understanding  that  USAID  runs  a  number  of  programs  focused 
on  environmental  clean-up,  such  as  reducing  air  pollution  and  increasing  the  quality 
of  drinking  water.  While  Russians  work  on  these  programs  now,  with  USAID  funds, 
it  is  necessary  to  convince  the  local  governments  and  public  that  their  very  limited 
funding  should  be  used  to  continue  and  expand  these  projects  once  USAID  funding 
is  ended. 

How  does  USIAD  work  to  generate  public  support  for  continuing  and  expanding 
these  environmental  clean-up  projects  after  USAID  funding  has  ended,  given  very 
limited  local  financial  resources? 

Answer.  USG  programs  help  local  Governments  to  continue  and  to  extend  USG 
initiated  environmental  programs  in  three  ways: 

They  demonstrate  how  limited  financial  and  technical  resources,  applied  strategi- 
cally and  in  cost-effective  ways,  can  quickly  reduce  environmental  health  threats, 
improve  plant  efficiency  and  reduce  production  costs,  in  so  doing  helping  Russian 
industries  remain  viable  economic  forces  in  their  communities. 

U.S.  projects  demonstrate  low  cost  pollution  prevention  techniques  in  order  to 
build  a  local  constituency  of  plant  managers  and  municipal  governments  which  see 
the  practical  value  of  environmental  programs.  For  example,  at  one  aluminum  plant 
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in  Volgograd,  the  U.S.  program  built  public  confidence  in  the  idea  that  environ- 
mental protection  can  contribute  to  economic  development. 

Environmental  education  and  public  participation  in  decision-making,  at  the  local 
and  regional  levels,  are  crucial  to  the  long-term  sustainability  of  environmental 
change.  A  community-based  approach  to  environmental  management,  such  as  was 
developed  in  Pittsburgh  and  Chattanooga,  is  the  best  guarantee  of  initial  and  then 
sustained  successes  in  environmental  protection. 

U.S.  projects  include  environmental  education  and  community-based  environ- 
mental planning.  In  Novokuznetsk  this  is  done  through  a  sister  city  partnership 
with  Pittsburgh.  This  community-based  approach  builds  a  local  constituency  for  en- 
vironmental programs  and  strengthens  U.S.  public  interest  in  environmental  prob- 
lems. 

U.S.  activities  to  train  and  equip  Russian  environmental  professionals  help  to 
strengthen  the  management  capacity  of  Russian  municipalities  and  environmental 
agencies,  thus  furthering  continuity  at  the  local  level.  This  capacity  building  in- 
cludes helping  municipalities  and  environmental  agencies  to  raise  additional  reve- 
nues and  to  use  market  incentives  to  encourage  environmental  change.  Some  of  our 
programs  work  to  strengthen  the  efficiency  of  the  pollution  fee  system,  which  is  the 
most  important  public  source  of  capital  for  environmental  programs  in  Russia. 

Finally,  are  providing  training,  access,  development  funds,  and  other  assistance 
to  allow  Russian  localities  recourse  to  U.S.  sources  of  environmental  capital,  notably 
the  U.S.  private  sector,  and  access  to  international  financial  institutions,  such  as  the 
World  Bank  and  the  EBRD. 

Question.  The  Russian  Government  is  planning  a  major  conference  on  sustainable 
development  for  June.  The  conference  will  draw  delegates  from  throughout  Russia 
to  draft  a  strategy  for  sustainable  development  for  the  entire  country.  How  is  the 
U.S.  Government  assisting  Russia  in  its  attempts  to  map  out  sustainable  develop- 
ment efforts? 

Answer.  Through  USAID  programs,  the  USG  is  helping  Russia  pursue  environ- 
mentally sound  economic  policies  in  every  economic  sector.  The  environment  pro- 
gram is  assisting  the  Russian  Government  to  develop  and  implement  more  modern 
policies. 

At  the  national  level,  USAID  is  supporting  the  Sustainable  Development  Con- 
ference by  funding  background  policy  papers.  After  the  conference,  the  USAID  pro- 
gram with  the  Harvard  Institute  for  International  Development  will  help  the  Min- 
istry of  Economy  analyze  issues  related  to  development  of  Russia's  National  Strat- 
egy for  Sustainable  Development. 

At  the  regional  and  local  level,  through  five  ongoing  environmental  demonstration 
projects,  USAID  is  demonstrating  environmental  practices  and  policies  that  can  be 
implemented  and  replicated  throughout  Russia.  This  includes  efforts  to  modernizing 
industrial  practices,  and  provide  U.S.  equipment  and  expertise  to  demonstrate  U.S. 
business  and  environmental  practices. 

Question.  The  environmental  health  dangers  from  leaded  gasoline,  particularly  to 
children,  are  well  known  and  include  mental  retardation  and  impaired  growth.  Rus- 
sia is  one  of  the  world's  largest  consumers  of  leaded  gasoline.  What  steps  is  USAID 
taking  to  encourage  a  policy  of  phasing  lead  out  of  gasoline  in  Russia? 

Answer.  While  several  cities  and  areas  have  required  the  sale  of  lead-free  gasoline 
for  some  time,  there  still  is  no  national  lead  phase-out  program  in  any  part  of  Rus- 
sia. 

On  March  14  and  15,  USEPA  and  the  Mexican  Ministry  of  Environmental,  Natu- 
ral Resources  and  Fisheries  co-hosted  an  International  Workshop  on  Phase-Out  of 
Lead  in  Gasoline.  This  workshop  followed  up  on  a  U.S.  initiative  announced  at  last 
year's  meeting  of  the  U.N.  Commission  on  Sustainable  Development  as  well  as  the 
high-level  commitment  made  by  Heads  of  State  to  develop  national  action  plans  to 
phase-out  leaded  gasoline  in  the  Western  hemisphere  at  the  Summit  of  the  Ameri- 
cas last  December. 

More  than  70  participants  representing  twenty-seven  countries,  international  or- 
ganizations, non-governmental  organizations,  business  and  academic  attended  the 
workshop.  Among  these  participants,  two  Russians  attended.  One  was  from  the  local 
government  of  Dzherzhinsk  who  gave  a  presentation  on  the  current  situation  of  a 
leaded  gasoline  production  facility.  The  other  Russian  participant  was  a  non-govern- 
mental organization  which  has  been  active  in  calling  for  the  closing  of  this  plant. 

The  workshop  was  designed  to  achieve  two  goals:  ( 1)  to  share  information  and  ex- 

fieriences  in  phasing  out  lead  in  gasoline  and  (2)  to  identify  obstacles  to  phasing  out 
ead  and  mechanisms  which  can  be  used  to  overcome  these  obstacles.  Participants 
discussed  the  health  impacts  of  lead,  the  costs  and  benefits  of  phasing  out  lead  in 
gasoline,  as  well  as  a  range  of  technical,  financial  and  policy  issues. 
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SUBMITTED  TO  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 

Armenia 

Question.  Even  though  Armenia  is  still  heavily  reliant  on  humanitarian  assist- 
ance, how  will  U.S.  policies  encourage  American  investments  in  Armenia  and  en- 
courage U.S.  trade  with  Armenia? 

Answer.  Though  the  majority  of  USAID's  activities  in  Armenia  have  been  focused 
on  humanitarian  assistance,  USAID  has  undertaken  several  projects  in  economic  re- 
structuring, privatization  and  small  business  development  aimed  at  crating  a  favor- 
able enabling  environment  for  American  investment  and  trade  in  Armenia.  USAID 
activities  in  the  financial  and  fiscal  sectors  have  stressed  macro-economic  and  bank 
policy  reforms,  commercial  banker  training  and  commercial  law  development.  A  se- 
ries of  banker  training  seminars  to  upgrade  skills  and  introduce  international  bank- 
ing practices  have  been  conducted  for  bank  professionals  from  entry  level  clerks  to 
mid  and  top  management.  In  addition,  U.S.  experts  have  assisted  the  parliament 
and  Finance  Ministry  to  draft  new  commercial  laws  and  investment  codes.  Creation 
of  a  favorable  legal  and  regulatory  environment  is  a  necessary  but  not  sufficient 
condition  to  ensure  U.S.  investment  and  trade.  Since  the  lack  of  security  and  a  per- 
manent peace  agreement  is  also  a  critical  impediment  for  U.S.  investment  in  the 
region,  the  United  States  is  actively  engaged  in  the  Conference  on  Security  and  Co- 
operation in  Europe  (CSCE)  process  which  is  aimed  at  resolving  the  Nagorno- 
Karabakh  conflict. 

Question.  Is  the  Administration  supporting  the  construction  of  the  oil  pipeline 
from  Baku  through  Armenia  to  Turkey?  It  is  my  understanding  that  this  is  the  most 
cost  effective  and  reliable  route. 

Answer.  The  Administration  supports  in  principle  the  export  of  oil  from  the  Cas- 
pian region  via  a  pipeline  traversing  Turkey.  We  understand  that  the  volumes  of 
oil  to  be  exported  from  the  Caspian  region  in  the  future  will  support  multiple  pipe- 
lines, and  multiple  pipelines  will  lead  to  greater  security  of  supply.  A  pipeline  tra- 
versing Turkey  has  been  proposed  as  an  option  to  export  this  oil,  and  a  number  of 
routes  from  the  Caspian  to  Turkey  are  being  considered. 

Decisions  on  actual  pipeline  routes  will  be  made  by  the  companies  producing  oil 
in  the  region  together  with  the  governments  of  the  countries  involved.  Companies 
will  make  their  decisions  based  on  cost  and  reliability.  Those  companies  and  govern- 
ments are  now  assessing  the  cost  and  reliability  factors  of  the  various  routes  that 
have  been  proposed. 

Many  of  the  parties  involved  have  discussed  their  concerns  and  objectives  with 
DOE,  State  and  Commerce.  We  understand  some  have  consulted  with  multilateral 
financial  institutions  such  as  the  World  Bank.  USAID  has  not  been  directly  involved 
in  this  issue. 
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Food  Systems  Restructuring  Project 

Question.  I  understand  that  the  NIS  Food  Systems  Restructuring  Program  has 
achieved  significant  leverage  in  terms  of  private  sector  funds  invested  against 
USAID  funds.  Could  you  tell  us  the  ratio  of  U.S.  private  sector  funds  being  spent 
in  this  program  compared  to  USAID  funds?  What  is  the  ratio  of  NIS  investments 
to  the  USAID  investments? 

Answer.  According  to  preliminary  figures,  USAID  grants  to  date  of  approximately 
$31.9  million  are  leveraging  some  $171  million  in  private  U.S.  investment,  or  a  ratio 
of  about  5.3:1.  Most  NIS  contributions  have  been  in  kind — land,  facilities  and 
labor — which,  due  to  the  prevailing  economic  turmoil  and  imperfect  markets,  are 
difficult  to  value  precisely.  However,  the  value  of  this  contribution  is  at  least  equal 
to  the  amount  of  the  USAID  grants  and  may  be  as  much  as  $71  million,  so  that 
the  ratio  of  NIS  funds  to  USAID  funds  is  between  1:1  and  2.2:1. 

Question.  Are  there  any  further  plans  for  expansion  of  this  program  with  more 
leveraged  funding? 

Answer.  A  thorough  evaluation  of  this  program  is  planned  for  later  this  year, 
which  should  provide  insights  on  program  impact,  actual  private  U.S.  and  NIS 
funds  being  leveraged,  and  scope  for  continuation  or  expansion.  We  expect  that  the 
conclusions  and  recommendations  will  differ  from  country  to  country;  we  will  deter- 
mine future  plans  after  that  evaluation. 

Leveraging  the  Private  Sector 

Question.  Can  this  private  sector  leveraging  approach  be  used  to  address  other 
sectors  of  the  NIS  economy? 

Answer.  Private  sector  funds  are  being  leveraged  throughout  the  NIS  assistance 
program,  not  only  in  the  agricultural  area.  Here  are  a  few  examples:  (1)  For  every 
dollar  USAID  provides  to  the  Eurasia  Foundation,  two  or  three  dollars  are  lever- 
aged from  non-governmental  organizations.  (2)  The  48  U.S.  hospitals  and  health  or- 
ganizations participating  in  the  NIS  health  care  partnerships  program  have  pro- 
vided in-kind  voluntary  contributions  of  $35  million  to  NIS  partner  institutions,  in- 
cluding $10  million  in  donated  equipment  and  supplies.  (3)  USAID-supported  part- 
nerships between  the  private  U.S.  utility  industry  and  Russian  and  Ukrainian 
power  sector  organizations  are  leveraging  private  sector  support  for  the  NIS  energy 
sector,  as  are  U.S.  labor-industry  partnerships  in  Russia,  Kazakhstan,  the  Kyrgyz 
Republic,  Russia  and  Ukraine.  (4)  Partnerships  between  U.S.  nongovernmental  en- 
vironmental organizations  and  their  counterparts  in  the  NIS  leverage  private  re- 
sources into  the  region  to  address  environmental  problems.  (5)  The  Russian-Amer- 
ican Media  Partnership  Program  leverages  support  from  American  media  organiza- 
tions. (6)  Business  development  activities  leverage  volunteer  expertise  from  groups 
such  as  the  International  Executive  Services  Corps  and  the  Citizen  Democracy 
Corps.  (7)  USAID  transfers  to  the  Department  of  Commerce  fund  the  Special  Amer- 
ican Business  Internship  Training  (SABIT)  program,  which  provides  grants  to  U.S. 
companies  to  help  defray  the  costs  of  hosting  NIS  managers  and  scientists  for  three 
to  six  months  of  hands-on  training.  The  host  firms  pay  for  participants'  housing, 
medical  insurance,  and  the  time  of  their  managers  who  provide  training,  at  a  cost 
which  usually  equals  or  surpasses  the  amount  covered  by  SABIT.  (8)  NIS  Enterprise 
Funds  and  USAID  transfers  to  the  Overseas  Private  Investment  Corporation  and 
the  Trade  Development  Agency  facilitate  private  investment  in  the  NIS  region. 

Russian-American  Enterprise  Fund 

Question.  How  much  of  the  fund  has  been  committed  to  date? 

Answer.  USAID  has  obligated  $70  million  to  the  Russian-American  Enterprise 
Fund  (RAEF>— $20  million  in  FY  93  and  $50  million  in  FY  94.  Through  March  1995, 
the  RAEF  projects  to  have  total  expenditures  of  approximately  $13.6  million.  This 
includes  operating  expenses  of  a  least  $5.4  million  and  a  cash  operating  buffer  of 
$2.5  million. 

Question.  What  can  be  done  to  help  facilitate  the  flow  of  money  into  the  countries, 
to  make  the  investments  in  the  market? 

Answer.  Of  course,  there  are  two  sides  to  the  expansion  of  investment  in  Russia: 
the  development  of  viable  investment  projects  and  the  mobilization  of  resources  to 
finance  these  investments. 
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As  for  the  mobilization  of  resources,  USAID  has  directly  funded  through  Congres- 
sional appropriations  the  following:  the  Russian  American  Enterprise  Fund  (RAEF) 
which  targets  small  to  medium  businesses  and  is  very  similar  in  concept  to  the  ear- 
lier enterprise  funds  established  in  Central  and  Eastern  Europe;  the  Fund  for  Large 
Enterprises  (FLER)  which  targets  medium  to  large  enterprises,  particularly  those 
emerging  from  the  mass  privatization  program;  the  Small  Business  Fund  in  co- 
operation with  EBRD,  with  the  Regional  Venture  Fund  for  Lower  Volga,  also  with 
EBRD.  Planned  life  of  project  funding  for  these  USAID  activities  is  $490  million, 
of  which  $139  million  has  been  obligated  to  date.  In  addition  the  Department  of  De- 
fense has  established  a  Defense  Enterprise  Fund  (DEF)  that  focuses  on  defense  con- 
version projects. 

The  three  enterprises  funds  (RAEF,  FLER  and  DEF)  are  strongly  encouraged  to 
leverage  the  U.S.  Government  contribution  by  raising  private  capital  that  can  take 
the  form  of  coinvestments,  debt  or  additional  monies  to  be  managed  by  the  fund 
managers.  In  the  case  of  the  Small  Business  Fund,  USAID's  planned  $30  million 
contribution  will  leverage  an  additional  $270  million  from  the  EBRD  and  other  G- 
7  donors.  Our  $20  million  contribution  to  the  Volga  Fund  levers  an  additional  $30 
million  from  the  EBRD. 

In  addition  to  the  funds  described  above,  there  are  a  number  of  privately  managed 
funds  which  raise  private  capital  for  investment  in  Russia  with  the  benefit  of  partial 
guaranties  provided  by  the  Overseas  Private  Investment  Corporation  (OPIC). 
Among  these  are:  the  $155  million  Russia  Partners  Fund  managed  by  Paine 
Webber;  the  $200  million  Firsts  NIS  Regional  Fund  managed  by  Baring  Brothers; 
the  $100  million  Agribusiness  Partners  International  Fund  managed  by  Agri- 
business Partners  Company;  and  the  $300  million  AIG  Major  Projects  Fund  man- 
aged by  American  International  Group.  The  first  two  of  these  funds  are  already  in 
operation  according  to  OPIC,  while  the  latter  two  are  still  raising  capital. 

Finally,  other  donors,  especially  those  from  Western  Europe  and  Japan,  are  pro- 
viding significant  amounts  of  foreign  capital  for  investment  in  Russia. 

The  other  side  of  the  investment  equation,  the  development  of  viable  investment 
projects,  is  also  being  addressed  by  USAID  and  other  donors.  Under  the  New  Busi- 
ness Development  Program  in  Russia  USAID  has  funded  the  establishment  of  eight 
regional  Business  Service  Centers;  right  non-governmental  organizations,  such  as 
IESC  and  CDC,  which  run  complementary  programs;  and  the  Mozorov  Project,  a 
training  and  business  development  organization  created  by  and  operated  by  Rus- 
sians. Through  the  NBD  program  Russian  entrepreneurs  are  able  to  obtain  the 
training  and  technical  assistance  needed  to  develop  viable  business  plans,  obtain  fi- 
nancing, and  to  implement  the  plans  once  funding  has  been  secured. 

USAID  also  devotes  substantial  resources  to  development  of  legal,  regulatory  and 
institutional  systems  which  are  essential  for  business  to  operate  effectively.  This  in- 
cludes capital  market  development,  banking  systems,  transparent,  fair  and  predict- 
able tax  regimes,  securities  exchange  commission,  and  commercial  laws  which  pro- 
tect and  regulate  fairly  investment  and  business  activity. 

Question.  How  best  do  we  reach  the  entreprenuers?  Do  they  need  assistance  in 
writing  the  business  plans  and  determining  where  to  find  financial  assistance? 

Answer.  The  Russian-American  Enterprise  Fund  ("RAEF")  is  targeting  entre- 
preneurs in  the  Russian  Federation  by  providing  a  much-needed  source  of  capital 
to  support  commercially-viable  business  proposals.  While  the  RAEF  does  not  intend 
to  provide  broad-scale  assistance  programs  to  Russian  entrepreneurs  in  writing 
business  plans  and  locating  financial  assistance,  it  is  cooperating  with  USAID  tech- 
nical assistance  providers  like  the  Citizens  Democracy  Corps.  Opportunity  Inter- 
national, and  the  International  Executive  Service  Corps,  which  are  providing  direct 
assistance  in  business  skills  and  training  to  Russian  entrepreneurs.  In  addition,  the 
RAEF  is  able  to  work  on  refining  business  plans  and  locating  possible  coinvestors 
for  entrepreneurs  who  have  a  viable  business  concept,  but  lack  the  skill  and  experi- 
ence to  create  a  sound  business  plan. 

SUBMITTED  TO  STATE  DEPARTMENT 

Armenia 

Question.  Is  the  Administration  supporting  the  construction  of  the  oil  pipeline 
from  Baku  through  Armenia  to  Turkey?  It  is  my  understanding  that  this  is  the  most 
cost  effective  and  reliable  route? 

Answer.  The  Administration  expects  eventual  oil  production  in  the  Caspian  region 
to  require  multiple  pipelines  and,  with  this  in  mind,  we  have  notified  several  gov- 
ernments in  the  region  that  we  would  endorse  routing  of  a  pipeline  through  Turkey. 
The  U.S.  has  not  endorsed  a  particular  route  to  Turkey.  However,  we  would  wel- 
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come  any  progress  that  Armenia  and  Azerbaijan  can  make  in  the  peace  progress 
that  would  make  construction  of  a  pipeline  through  Armenia  feasible.  The  final  deci- 
sion on  routing  of  new  oil  pipelines  from  Baku  will  be  made  by  the  companies  in- 
volved in  the  AJOC  consortium. 

Food  Systems  Restructuring  Program 

Question.  I  understand  that  the  NIS  Food  System  Restructuring  Program  has 
achieved  significant  leverage  in  terms  of  private  sector  funds  invested  against  AID 
funds.  Could  you  tell  us  the  ration  of  U.S.  private  sector  funds  being  spent  in  this 
program  compared  to  AID  funds?  What  is  the  ratio  of  NIS  investments  to  the  AID 
investments? 

Answer.  According  to  preliminary  figures,  AID  grants  to  date  of  approximately 
$31.9  million  are  leveraging  some  $171  million  in  private  U.S.  investment,  or  a  ratio 
of  about  5.3:1.  Most  NIS  contributions  have  been  in  kind — land,  facilities  and 
labor — which,  due  to  the  prevailing  economic  turmoil  and  imperfect  markets,  are 
difficult  to  value  precisely.  However,  the  value  of  this  contribution  is  at  least  equal 
to  the  amount  of  the  AID  grants  and  may  be  as  much  as  $71  million,  so  that  the 
ratio  of  NIS  funds  to  AID  funds  is  between  1:1  and  2:2:1. 

Question.  Are  there  any  further  plans  for  expansion  of  this  program  with  more 
leveraged  funding? 

Answer.  A  thorough  evaluation  of  this  program  is  planned  for  later  this  year, 
which  should  provide  insights  on  program  impact,  actual  private  U.  S.  and  NIS 
funds  being  leveraged,  and  scope  for  continuation  or  expansion.  We  expect  that  the 
conclusions  and  recommendations  will  differ  from  country  to  country;  we  will  deter- 
mine future  plans  after  that  evaluation. 

Question.  Can  this  private  sector  leveraging  approach  be  used  to  address  other 
sectors  of  the  NIS  economy? 

Answer.  Private  sector  funds  are  being  leveraged  throughout  the  NIS  assistance 
program,  not  only  in  the  agricultural  area.  Here  are  a  few  examples:  (1)  For  every 
dollar  USAID  provides  to  the  Eurasia  Foundation,  two  or  three  dollars  are  lever- 
aged from  non-governmental  organizations.  (2)  The  48  U.S.  hospitals  and  health  or- 
ganizations participating  in  the  NIS  health  care  partnerships  program  have  pro- 
vided in-kind  voluntary  contributions  of  $35  million  to  NIS  partner  institutions,  in- 
cluding $10  million  in  donated  equipment  and  supplies.  (3)  USAID-supported  part- 
nerships between  the  private  U.S.  utility  industry  and  Russian  and  Ukrainian 
power  sector  organizations  are  leveraging  private  sector  support  for  the  NIS  energy 
sector,  as  are  U.S.  labor-industry  partnerships  in  Russia,  Kazakhstan,  the  Kyrgyz 
Republic,  Russia  and  Ukraine.  (4)  Partnerships  between  U.S.  nongovernmental  en- 
vironmental organizations  and  their  counterparts  in  the  NIS  leverage  private  re- 
sources into  the  region  to  address  environmental  problems.  (5)  The 
RussianAmerican  Media  Partnership  Program  leverages  support  from  American 
media  organizations.  (6)  Business  development  activated  leverage  volunteer  exper- 
tise from  groups  such  as  the  International  Executive  Services  Corps  and  the  Citizen 
Democracy  Corps.  (7)  USAID  transfers  to  the  Department  of  Commerce  fund  the 
Special  American  Business  Internship  Training  (SABIT)  program,  which  provides 
grants  to  U.S.  companies  to  help  defray  the  costs  of  hosting  NIS  managers  and  sci- 
entists for  three  to  six  months  of  hands-on  training.  The  host  firms  pay  for  partici- 
pants' housing,  medical  insurance,  and  the  time  of  their  managers  who  provide 
training,  at  a  cost  which  usually  equals  or  surpasses  the  amount  covered  by  SABIT. 
(8)  NIS  Enterprise  Funds  and  USAID  transfers  — lo  the  Overseas  Private  Invest- 
ment Corporation  and  the  Trade  Development  Agency  facilitate  private  investment 
in  the  NIS  region. 

Russian  American  Enterprise  Fund 

Question.  How  much  of  the  fund  has  been  committed  to  date? 

Answer.  USAID  has  obligated  $70  million  to  the  Russian-American  Enterprise 
Fund  (RAEF)— $20  million  in  FY  93  and  $50  million  in  FY  94.  Through  March  1995, 
the  RAEF  projects  to  have  total  expenditures  of  approximately  $13.6  million.  This 
includes  operating  expenses  of  a  least  $5.4  million  and  a  cash  operating  buffer  of 
$2.5  million. 

Question.  What  can  be  done  to  help  facilitate  the  flow  of  money  into  the  countries, 
to  make  the  investments  in  the  market? 

Answer.  Of  course,  there  are  two  sides  to  the  expansion  of  investment  in  Russia: 
the  development  of  viable  investment  projects  and  the  mobilization  of  resources  to 
finance  these  investments.  As  for  the  mobilization  of  resources,  USAID  has  directly 
funded  through  Congressional  appropriations  the  following:  the  Russian  American 
Enterprise  Fund  (RAEF)  which  targets  small  to  medium  businesses  and  is  very 


109 

similar  in  concept  to  the  earlier  enterprise  funds  established  in  Central  and  Eastern 
Europe;  the  Fund  for  Large  Enterprises  (FLER)  which  targets  medium  to  large  en- 
terprises, particularly  those  emerging  from  the  mass  privatization  program;  the 
Small  Business  Fund  in  cooperation  with  EBRD,  and  the  Regional  Venture  Fund 
for  Lower  Volga,  also  with  EBRD.  Planned  life  of  project  funding  for  these  USAID 
activities  is  $490  million,  of  which  $139  million  has  been  obligated  to  date.  In  addi- 
tion the  Department  of  Defense  has  established  a  Defense  Enterprises  Fund  (DEF) 
that  focuses  on  defense  conversion  projects.  The  three  enterprises  funds  (RAEF, 
FLER  and  DEF)  are  strongly  encouraged  to  leverage  the  U.S.  Government  contribu- 
tion by  raising  private  capital  that  can  take  the  form  of  coinvestments,  debt  or  addi- 
tional monies  to  be  managed  by  the  fund  managers.  In  the  case  of  the  Small  Busi- 
ness Fund,  USAID's  planned  $30  million  contribution  will  leverage  an  additional 
$270  million  from  the  EBRD  and  other  G-7  donors.  Our  $20  million  contribution 
to  the  Volga  Fund  levers  an  additional  $30  million  from  the  EBRD.  In  addition  to 
the  funds  described  above,  there  are  a  number  of  privately  managed  funds  which 
raise  private  capital  for  investment  in  Russia  with  the  benefit  of  partial  guaranties 
provide  by  the  overseas  Private  Investment  Corporation  (OPIC).  Among  these  are: 
the  $155  million  Russia  Partners  Fund  managed  by  Paine  Webber;  the  $200  million 
First  NIS  Regional  Fund  managed  by  Baring  Brothers;  the  $100  million  Agri- 
business Partners  International  Fund  managed  by  Agribusiness  Partners  Company; 
and  the  $300  million  AIG  Major  Projects  Fund  managed  by  American  International 
Group.  The  first  two  of  these  funds  are  already  in  operation  according  to  OPIC, 
while  the  latter  two  are  still  raising  capital.  Finally,  other  donors,  especially  those 
from  Western  Europe  and  Japan,  are  providing  significant  amounts  of  foreign  cap- 
ital for  investment  in  Russia. 

The  other  side  of  the  investment  equation,  the  development  of  viable  investment 
projects,  is  also  being  addressed  by  USAID  and  other  donors.  Under  the  New  Busi- 
ness Development  program  in  Russia  USAID  has  funded  the  establishment  of  eight 
regional  Business  Service  Centers;  eight  non-governmental  organizations,  such  as 
IESC  ad  CDC,  which  run  complementary  programs;  and  the  Mozorov  Project,  a 
training  and  business  development  organization  created  by  and  operated  by  Rus- 
sians. Through  the  NBD  program  Russian  entrepreneurs  are  able  to  obtain  the 
training  and  technical  assistance  needed  to  develop  viable  business  plans,  obtain  fi- 
nancing, and  to  implement  the  plans  once  funding  has  been  secured. 

USAID  also  devotes  substantial  resources  to  development  or  legal,  regulatory  and 
institutional  systems  which  are  essential  for  business  to  operate  effectively.  This  in- 
cludes capital  markets  development,  banking  systems,  transparent,  fair  and  predict- 
able tax  regimes,  securities  exchange  commission,  and  commercial  laws  which  pro- 
tect and  regulate  fairly  investment  and  business  activity. 

Question.  How  best  do  we  reach  entrepreneurs?  Do  they  need  assistance  in  writ- 
ing the  business  plans  and  determining  where  to  find  the  financial  assistance? 

Answer.  The  Russian-American  Enterprise  Fund  ("FAEF")  is  targeting  entre- 
preneurs in  the  Russian  Federation  by  providing  a  much-needed  source  of  capital 
to  support  commercially-viable  business  proposals.  While  the  RAEF  does  not  intend 
to  provide  broad-scale  assistance  Programs  to  Russian  Entrepreneurs  in  writing 
business  plans  and  locating  financial  assistance,  it  is  cooperating  with  USAID  tech- 
nical assistance  providers  like  the  citizens  Democracy  Corps,  Opportunity  Inter- 
national, and  the  International  Executive  Service  Corps,  which  are  providing  direct 
assistance  in  Business  skills  and  training  to  Russian  entrepreneurs.  In  addition,  the 
RAEF  is  able  to  work  on  refining  business  plans  and  locating  possible  coinvestors 
for  entrepreneurs  who  have  a  viable  business  concept,  but  lack  the  skill  and  experi- 
ence to  create  a  sound  business  plan. 


Wednesday,  March  15,  1995. 

FY  1996  BUDGET  REQUEST  FOR  INTERNATIONAL  ORGA- 
NIZATIONS AND  PROGRAMS  AND  PEACEKEEPING  OP- 
ERATIONS 

witnesses 

hon.  madeleine  k.  albright,  u.s.  permanent  representative 
to  the  united  nations,  department  of  state 

douglas  j.  bennett,  assistant  secretary  of  state  for  inter- 
national organization  affairs,  department  of  state 

Chairman's  Opening  Statement 

Mr.  Callahan.  It  is  10  o'clock  and  we  are  trying  in  all  of  our 
committee  hearings  to  start  and  finish  on  time.  We  are  trying  to 
limit  all  of  our  hearings  to  a  two-hour  maximum.  We  will  be  happy 
to  stay  as  long  as  there  is  anything  to  be  discussed,  but,  so  far,  we 
have  been  able  to  maintain  a  schedule. 

Good  morning,  Ambassador.  Good  morning,  Mr.  Bennett.  Good  to 
see  you.  We  would  like  to  welcome  you  and  Mr.  Bennett  to  the  com- 
mittee this  morning.  Once  the  Ambassador  has  completed  her 
statement,  we  would  like  to  have  you,  Mr.  Bennett,  submit  for  the 
record  your  statement  and  to  sit  together  in  case  some  members  of 
the  committee  have  questions  for  either  you  or  the  Ambassador. 

This  subcommittee  shares  jurisdiction  for  peacekeeping  activities 
and  for  international  organizations  with  the  Commerce,  Justice, 
State  Subcommittee.  However,  we  face  the  same  problems  as  they 
do,  a  request  for  additional  funding  and  no  way  to  pay  for  it. 

The  hundred  million  dollar  request  for  voluntary  peacekeeping 
operations  is  33  percent  higher  than  last  year.  The  international 
organizations  and  programs  account  rises  from  $374  to  $425  mil- 
lion, an  increase  of  14  percent.  I  don't  believe  these  increases  are 
possible  under  the  current  budget  environment.  I  know  that  you 
can  probably  justify  the  need,  but  under  the  current/  situation,  I 
think  that  the  request  is  a  very,  very  remote  possibility. 

The  need  to  balance  the  budget  has  nothing  to  do  with  whether 
you  are  an  isolationist.  None  of  us  around  this  table  can  be  consid- 
ered isolationists.  I  know  that  some  members  of  the  administration 
are  still  talking  about  isolationists. 

Mr.  WILSON.  Neo-isolationists,  Mr.  Chairman. 

Mr.  Callahan.  I  don't  know  who  they  are  talking  about.  That  is 
what  amazes  me.  There  must  be  some  people  down  here  they  are 
referring  to.  I  wish  they  would  be  more  specific. 

Beyond  the  budget,  we  have  had  genuine  differences  about  the 
conduct  of  foreign  policy  and  while  you  do  not  view  the  term  "ag- 
gressive multilateralism,"  which  I  take  it  now  the  administration 
has  also  abandoned,  many  of  us  in  Congress  are  concerned  that  our 
national  interests  should  not  take  a  back  seat  to  the  policies  pur- 
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sued  by  the  United  Nations.  We  all  swear  an  oath  to  defend  the 
Constitution  of  the  United  States,  not  the  United  Nations. 

Those  who  have  oversold  the  ability  of  the  United  Nations  to  con- 
trol international  affairs  and  maintain  the  peace  are  responsible  in 
a  large  part  for  the  backlash  against  that  organization.  I  also  think 
it  is  very  dangerous  to  refer  to  skeptics  of  the  U.N.  as  isolationists. 
In  the  end,  I  think  it  would  only  give  the  isolationists  a  good  name. 

The  U.N.  is  also  partly  to  blame  for  its  own  bad  press.  Recent 
news  reports  have  told  of  extremely  serious  security  breaches  by 
United  Nations  peacekeeping  personnel  in  Somalia.  I  want  to  pur- 
sue this,  either  later  in  this  hearing  or  maybe  in  a  separate  brief- 
ing. And  I  would  like  to  inform  the  members  of  the  committee  that 
if  there  are  some  questions  about  the  Somalian  problems  that  have 
been  publicized  recently  that  we  need  to  discuss  general  policy 
matters  but  not  the  details  of  the  Somalian  situation  because  there 
were  some  things  there  that  might  be  considered  classified  and 
should  not  be  discussed  in  an  open  meeting.  If  any  member  of  the 
committee  might  want  to  interrogate  the  Ambassador  or  anybody 
else  with  respect  to  details  of  the  Somalian  situation,  we  would  be 
happy  to  do  that  in  a  closed  meeting  or  a  classified  hearing. 

So  Madam  Ambassador,  I  would  like  you  to  summarize  your 
statement.  I  have  reviewed  it.  I  appreciate  your  sending  it  to  us  in 
a  timely  fashion  so  it  would  give  us  the  opportunity  to  review  it. 
But  before  we  turn  to  you,  I  would  like  to  ask  Mr.  Wilson  if  he  has 
any  opening  statement. 

Mr.  Wilson.  I  don't  have  an  opening  statement,  Mr.  Chairman. 

Mr.  Callahan.  Thank  you.  Madam  Ambassador. 

Ambassador  Albright's  Opening  Statement 

Ambassador  Albright.  Thank  you  very  much,  Mr.  Chairman, 
and  good  morning  to  you  and  Congressman  Wilson.  I  am  very 
pleased  to  be  here  this  morning,  along  with  my  colleague,  Doug 
Bennett,  Assistant  Secretary  of  State  for  International  Organiza- 
tion Affairs,  to  discuss  our  policy  of  advancing  American  interests 
through  our  participation  and  leadership  in  the  United  Nations. 
And  let  me  assure  you  that  there  is  no  one  in  the  administration 
who  thinks  the  United  Nations  should  be  running  our  policy.  On 
the  contrary,  we  think  we  should  be  running  the  United  Nations. 

As  indicated,  I  will  be  testifying  concerning  our  policy  towards 
U.N.  peacekeeping,  and  Mr.  Bennett  will  respond  to  questions  con- 
cerning the  administration's  budget  request  for  international  orga- 
nizations and  programs.  In  the  interest  of  time,  Mr.  Chairman,  I 
ask  that  both  our  written  statements  be  included  in  the  record,  as 
you  have  stated,  and  I  will  just  confine  my  remarks  to  a  few  key 
points. 

First,  United  Nations  peace  operations,  when  well-planned  and 
properly  conducted,  are  in  the  best  interests  of  the  United  States. 
This  is  especially  true  in  situations  where  we  have  a  stake  in  the 
outcome  but  do  not  want  to  bear  all  the  costs  and  risks  ourselves. 
They  are,  as  former  Secretary  of  State  Baker  has  said,  a  pretty 
good  buy.  It  is  not  a  choice  between  unilateral  action  and  action 
through  the  U.N.  That  is  a  false  choice. 

They  can  separate  rivals  in  strategic  parts  of  the  world,  such  as 
Cyprus,  the  Middle  East,  and  Kashmir.  They  can  assist  democratic 
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transitions  in  Namibia,  Cambodia,  El  Salvador,  and  Mozambique. 
And  they  can  provide  a  useful  window  on  events  in  places  such  as 
Georgia  and  Tajikistan,  where  Russian  troops  are  deployed  and 
new  states  are  struggling  to  assert  their  sovereignty.  And  they  can 
save  lives  and  lower  the  global  tide  of  refugees  as  in  the  former 
Yugoslavia  and  several  venues  in  Africa. 

Because  we  have  a  veto,  we  can  block  any  peace  operation  that 
is  not  consistent  with  our  interests.  Because  we  believe  U.N.  peace- 
keeping grew  too  fast  in  1992  and  1993,  we  have  adopted  rigorous 
guidelines  for  deciding  when  a  new  operation  should  begin.  As  a  re- 
sult, there  are  fewer  U.N.  peacekeepers  today  than  in  almost  two 
years. 

Our  own  participation  in  U.N.  operations  is  really  very  modest. 
We  are  twenty-fourth  on  the  list  of  countries  contributing  troops. 
We  pay  about  30  percent  of  the  cost  to  be  reduced  to  25  percent 
in  October.  And  this  is  high,  but  Europe,  whose  economy  is  about 
our  size,  pays  more,  and  the  rate  for  Japan  is  now  above  14  per- 
cent. 

We  are,  of  course,  reimbursed  on  the  same  basis  as  everyone  else 
when  we  provide  troops,  equipment,  and  services  to  the  United  Na- 
tions. We  do  not  seek  reimbursement  for  non-U. N.  operations  that 
we  undertake  in  our  own  interest,  such  as  the  enforcement  of  sanc- 
tions and  no-fly-zones  against  Serbia  and  Iraq.  Here,  as  in  Haiti, 
we  have  used  the  Security  Council  to  gain  international  backing  for 
objectives  we  support. 

Mr.  Chairman,  U.N.  peacekeeping  is  not  the  right  tool  in  all  cir- 
cumstances but  it  is  too  valuable  to  throw  away,  as  some  suggest. 
We  need  to  work  together  to  see  that  it  remains  available  to  serve 
our  interests  and  those  of  our  friends  around  the  world. 

The  same  is  true  of  another  valuable  tool,  the  application  by  the 
U.N.  of  economic  and  weapon  sanctions  against  rogue  regimes. 

On  behalf  of  the  President,  I  visited  recently  seven  countries 
serving  on  the  Security  Council  to  lock  in  support  for  maintaining 
sanctions  against  Iraq.  The  results  were  heartening.  Our  views  are 
shared  widely.  Iraq's  failure  to  meet  its  obligation  matters  to  most 
countries.  And  on  Monday,  the  sanctions  were  extended  for  another 
two  months.  We  have  a  solid  majority. 

Sanctions  are  only  one  of  the  many  areas  where  action  on  a  mul- 
tilateral basis  is  more  effective  than  steps  we  can  take  on  our  own, 
and  Assistant  Secretary  Bennett  will  cite  more  of  those  examples. 

There  are  times  when  all  the  huffing  and  puffing  in  the  world 
will  not  get  you  where  you  want  to  go  unless  you  are  able  to  per- 
suade others  to  go  along  with  you.  Multilateral  actions  do  not  in 
any  way  preclude  us  from  acting  alone  or  through  ad  hoc  coalitions 
or  a  proven  alliance.  They  add  to  our  options  for  advancing  Amer- 
ican interests.  Let  me  repeat  that.  They  add  to  our  options  for  ad- 
vancing American  interests. 

And  in  today's  world,  we  need  to  make  effective  use  of  every 
available  diplomatic  and  foreign  policy  tool.  With  strong  American 
leadership  the  U.N.  can  be  a  valuable  force  for  stability,  law,  and 
the  extension  of  political  freedoms.  When  all  is  said  and  done,  I  am 
confident  that  we  will  have  bipartisan  support  providing  that  lead- 
ership. The  nature  of  the  world  today  demands  it.  The  American 
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people  expect  that  kind  of  burden-sharing  and  our  participation  in 
the  U.N.  has  always  had  strong  support  from  both  parties. 

And,  Mr.  Chairman,  let  me  assure  you  and  other  members  of  the 
committee  that  I  swore  an  oath  of  allegiance  to  the  Constitution  of 
the  United  States  and  not  to  the  charter  of  the  United  Nations. 

That  concludes  my  remarks,  Mr.  Chairman,  and  we  would  be 
very  pleased  to  answer  whatever  questions  you  have. 

Mr.  Callahan.  Thank  you,  Madam  Ambassador. 

[The  information  follows:] 


115 


STATEMENT  BY 

AMBASSADOR  MADELEINE  K.  ALBRIGHT 

U.S.  PERMANENT  REPRESENTATIVE  TO  THE  UNITED  NATIONS 

TO  THE 

SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 
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MARCH  15,  1995 


Good  morning,  Mr.  Chairman  and  members  of  the 
subcommittee.   I  am  pleased  to  be  here  to  discuss  with  you  the 
Administration's  policy  of  advancing  American  interests  through 
our  participation  and  leadership  at  the  United  Nations. 

As  arranged,  the  Administration's  testimony  will  be  in  two 
parts.   I  will  discuss  our  overall  policy  towards  United 
Nations  peacekeeping.   My  colleague,  Doug  Bennet,  Assistant 
Secretary  of  State  for  International  Organization  Affairs,  will 
present  testimony  and  respond  to  questions  concerning  the 
Administration's  fiscal  year  1996  budget  request  for 
International  Organizations  and  Programs. 


Summary 

Mr.  Chairman,  the  past  year  marked  a  pause,  and  perhaps  an 
end,  to  the  recent  rapid  expansion  of  United  Nations 
peacekeeping  activity.   While  the  operation  in  Rwanda  was 
expanded  to  protect  innocent  civilians  from  the  genocidal 
violence,  the  operation  in  Mozambique  drew  to  a  successful 
close  this  past  January,  the  mission  in  Somalia  will  terminate 
officially  this  month  and  the  mission  in  El  Salvador  will  end 
in  April.   As  a  result,  the  total  number  of  UN  peacekeepers  in 
the  field  is  now  the  lowest  in  almost  two  years . 

This  stabilization  is  attributable  partly  to  the  Security 
Council's  adoption  of  guidelines  proposed  by  the  United  States 
to  make  peacekeeping  operations  more  selective  and  effective. 
These  guidelines  were  based,  in  turn,  on  realism  both  about  the 
value  and  the  limits  of  UN  peacekeeping. 

Experience  indicates  that  well-planned  UN  peace  operations 
are  a  useful  and  cost-effective  option  for  addressing  some 
conflicts  and  humanitarian  crises.   Clearly,  peacekeeping  is 
not  a  substitute  for  a  strong  national  defense  or  vigorous 
alliances.   Yet,  we  live  in  a  nation  that  is  democratic, 
t  rade-oriented,  respectful  of  the  law  and  possessed  of  a 
I">w»rfn1.  military  whose  personnel  are  precious  to  us.   We  will 
do  better  and  be  safer  in  a  world  environment  where  our  values 
*c«?  widely  shared,  markets  are  open,  military  clashes  are 
constrained  and  those  who  run  roughshod  over  the  rights  of 
others  are  brought  to  heel.   UN  peacekeeping  is  one 
cost-effective  means  of  containing  regional  conflicts, 
promoting  democracy  and  human  rights,  stemming  refugee  flows, 
and  bringing  stability  to  regions  of  strategic  and  economic 
importance  to  the  U.S. 
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American  Interests 

Because  of  our  unmatched  resources,  the  unique  capabilities 
of  our  armed  forces,  and  the  power  of  our  example  and  our 
ideals,  the  world  turns  to  us  frequently  for  help.   Where  and 
when  the  stakes  warrant,  we  will  respond  unilaterally  or 
through  a  coalition  or  trusted  alliance.   But  often,  unilateral 
action  is  not  appropriate,  and  we  will  want  to  influence  the 
outcome  of  a  crisis  without  bearing  most  of  the  costs  or 
risking  the  lives  of  our  military  personnel.   UN  peacekeeping 
provides  a  middle  ground  between  doing  nothing  and  acting  alone 
when  emergencies  arise.   It  complements,  without  detracting 
from,  unilateral  and  coalition  options  conducted  independently 
of  the  UN.   In  so  doing,  it  provides  a  means  for  ensuring  that 
the  burden  of  maintaining  world  order  does  not  fall 
disproportionately  upon  the  United  States. 

It  will  often  be  in  our  interests  to  seek  the  support  of 
the  UN  Security  Council  for  actions  and  positions  we  support. 
Many  nations  face  strong  domestic  legal  and  political  pressures 
against  acting  without  a  request  from  the  Security  Council, 
whether  it  be  joining  the  United  States-led  coalition  against 
Saddam  Hussein's  invasion  of  Kuwait,  instituting  and 
maintaining  sanctions  against  rogue  regimes,  or  participating 
in  the  effort  to  restore  democracy  to  Haiti. 

Because  the  U.S.  is  one  of  five  permanent  members  of  the 
Security  Council,  we  have  the  ability  to  veto  any  UN  peace 
operation  that  is  inconsistent  with  our  interests.   This  power 
need  not  be  exercised  to  be  effective.   Other  Council  members 
understand  that—without  our  support—there  is  no  point  in 
bringing  a  Resolution  authorizing  a  proposed  peace  operation  to 
a  vote. 

Current  UN  operations  serve  American  security  and  foreign 
policy  objectives  in  a  variety  of  ways.   For  example: 

o    UN  operations  are  helping  prevent  a  flare-up  of  violence  in 
Cyprus  between  two  NATO  allies,  Turkey  and  Greece;  between 
India  and  Pakistan  over  Kashmir;  and  between  Israel  and  her 
neighbors  in  the  Middle  East.   Each  of  these  regions  is  a 
potential  powder  keg,  and  each  is  of  strategic  importance 
to  th«  United  States. 

o    In  El  Salvador,  where  America  invested  more  than  $1  billion 
in  economic  and  military  aid  during  the  1980' s,  the  UN 
brokered  an  end  to  the  civil  war,  disarmed  and  reintegrated 
the  rebel  forces  into  society,  monitored  human  rights  and 
national  elections,  and  oversaw  the  creation  of  a  new 
civilian  national  police. 
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o    In  Haiti,  a  UN  force,  commanded  by  an  American  general, 

will  take  responsibility  at  the  end  of  this  month  from  the 
U.S . -organized  Multinational  Force  (MNF) .   The  UN  mission 
will  help  the  newly-restored  democratic  government  maintain 
a  secure  and  stable  environment  and  conduct  free  and  fair 
elections.   The  number  of  U.S.  troops  participating  in  the 
UN  force  will  be  far  smaller  than  the  number  in  the  MNF, 
which  at  one  time  numbered  over  20,000.   Moreover,  the 
costs  of  the  UN  force  will  be  borne  by  the  entire 
international  commui  ity. 

.  o   Along  the  Iraq-Kuwait  border,  a  UN  observer  mission 

(financed  primarily  by  Kuwait)  is  monitoring  Iraqi  troop 
movements  and  demonstrating  the  world's  continued  resolve 
against  the  expansionist  ambitions  of  Saddam  Hussein. 

o    In  Croatia  and  the  former  Yugoslav  Republic  of  Macedonia, 
UN  forces — including  Americans — are  helping  to  prevent  a 
wider  Balkan  war. 

o    In  Bosnia,  the  UN  has  worked  in  a  sometimes  uneasy 

partnership  with  NATO  to  restore  a  semblance  of  normal  life 
to  Sarajevo,  maintain  safe  areas,  and  provide  a 
humanitarian  lifeline  that  has  kept  hundreds  of  thousands 
alive  despite  bitter  fighting.   These  efforts,  welcomed  by 
the  Bosnian  Government,  have  helped  preserve  the 
possibility  for  a  negotiated  end  to  the  fighting. 

o   Small  observer  missions  in  Georgia  and  Tajikistan  support 
fragile  ceasefire  agreements  and  improve  the  prospects  for 
settling  violent  factional  disputes.   They  also  provide  a 
useful  window  on  events  in  two  newly  independent  states 
where  Russian  peacekeeping  forces  are  deployed  and  where 
societies  are  struggling  to  gain  stability,  assert 
sovereignty  and  overcome  ethnic  divisions. 

o    In  Rwanda,  where  genocide  took  the  lives  of  hundreds  of 
thousands  and  where  peace  is  still  fragile,  a  UN  force  is 
working  with  the  new  government  to  provide  a  secure 
environment  and  enable  refugees  to  return. 

o    In  Liberia,  where  more  than  one  million  people  now  depend 
on  a  regional  peacekeeping  force  for  protection,  a  small  UN 
observer  mission  is  encouraging  progress  towards  political 
reconciliation  and  trying  to  prevent  further  humanitarian 
disaster . 

o    In  the  Western  Sahara,  the  UN  is  monitoring  a  ceasefire 

between  the  Polisario  National  Front  and  Morocco,  a  strong 
supporter  of  the  Middle  East  peace  process  and  a  key 
regional  friend  of  the  United  States;  a  referendum  on  the 
area's  future  status  is  anticipated  in  late  1995. 
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o    And  in  Mozambique,  where  our  concerns  are  both  humanitarian 
and  political,  the  UN  recently  concluded  a  successful 
operation  demobilizing  bitter  military  foes,  repatriating 
refugees  and  creating  a  climate  within  which  democratic 
elections  were  held.   In  so  doing,  it  has  contributed  to 
stability  throughout  southern  Africa. 

Most  UN  peace  operations  are  small.   The  only  missions  that 
now  require  more  than  2,000  personnel  are  those  in  former 
Yugoslavia,  Rwanda  and  Lebanon;  the  only  new  operations  of  this 
size  that  are  currently  contemplated  are  in  Haiti  and  Angola. 

Direct  U.S.  participation  in  UN  peace  operations  is 
modest.   As  of  March  6: 

—  554  Americans  were  deployed  as  part  of  UNPROFOR  in  the 
former  Yugoslav  Republic  of  Macedonia; 

—  321  were  in  Croatia,  also  as  part  of  UNPROFOR; 
--  28  were  in  the  Western  Sahara;  and 

—  ,,-&  smaj.1  number,  less  than  4  0  total,  were  in  the  Middle 

East,  Kuwait  and  Georgia. 

I 

The  total  of  less  than  1,000  Americans  directly 
participating  in  UN  peace  operations  will  increase  with  the 
full  deployment  of  the  UN  Mission  to  Haiti,  which  will  likely 
include  between  2400  and  2500  U.S.  personnel. 

The  Importance  of  Being  Selective 

Traditionally,  most  UN  peacekeeping  missions  have  operated 
in  a  npn-hostile  environment,  performed  valuable  functions  at 
limited  risk,  and  enjoyed  broad  support  both  internationally 
and  inj the  United  States.   For  the  majority  of  operations,  that 
remain^  the  case. 

But\  traditional  peacekeeping  can  accomplish  relatively 
little  where — as  is  too  frequently  the  case  today — civil 
society  has  broken  down  or  one  or  more  of  the  parties  is  not 
prepared  to  end  the  fighting.   In  Somalia  and  Bosnia,  UN 
peacekeepers^  have  been  vulnerable  to  attack  and  manipulation  by 
well-armed,  hostile  factions.   The  missions  in  these  countries 
have  achieved  important  humanitarian  goals  and  saved  countless 
lives,  but  the  political  and  military  complications  have 
drained  UN  resources  and  prevented  these  missions  from 
attaining  all  of  their  goals. 

As  it  almost  always  did  during  the  Cold  War,  the  UN  is 
insisting  once  again  that--except  in  truly  extraordinary 
circumstances--local  parties  must  demonstrate  a  tangible 
commitment  to  peace  before  sizeable  numbers  of  UN  peacekeepers 
are  deployed. 
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As  a  result: 

o   although  UNAMIR  was  expanded  to  deal  with  the  aftermath  of 
the  Rwanda  genocide,  the  only  wholly  new  UN  operations 
approved  in  1994  were  a  small  military  observer  mission  for 
Tajikistan  and  a  mission  in  Chad  that  was  completed 
successfully  in  six  weeks; 

o   the  UN  has  continued  to  rely  primarily  on  the  efforts  of 
regional  organizations  in  Liberia  and  Nagorno-Karabakh 
(Armenia  and  Azerbaijan) ; 

o   the  Security  Council  has  not  authorized  new  or  expanded 
missions  in  such  strife-torn  countries  as  Afghanistan, 
Sierra  Leone,  Sudan  or  Yemen; 

o    in  the  Western  Sahara,  the  Council  imposed  a  time  limit  on 
the  operation  to  encourage  the  holding  of  a  referendum  on 
the  area's  status  before  the  end  of  1995;  and 

o    the  Council  has  inserted  "sunset"  clauses  in  resolutions 
authorizing  or  extending  peacekeeping  missions  so  that  the 
burden  of  proof  will  rest  on  those  who  favor  continuing 
operations  rather  than  ending  them. 

The  increased  discipline  evident  in  Security  Council 
decisions  makes  it  less  likely  that  the  UN  will  begin  new  jobs 
it  cannot  finish  successfully.   The  U.S.  will  insist  that  this 
policy  continue.   The  question  for  the  international  community 
remains:  who  will  take  on  the  jobs  for  which  UN  peacekeeping  is 
not  well-suited? 


Alternatives  to  UN  Action 

One  option  is  for  the  Security  Council  to  authorize  action 
by  individual  member  states  or  coalitions  when  and  where  a 
strong  show  of  force  is  required.   There  is  ample  precedent  for 
this,  beginning  with  the  American-led  response  to  North  Korea's 
invasion  of  South  Korea  in  1950  and  more  recently,  in  the 
Persian  Gulf,  Somalia,  Liberia,  Rwanda,  Haiti  and  in  the  skies 
over  Bosnia.   Clearly,  these  missions,  which  range  from 
humanitarian  operations  to  war,  cannot  be  categorized  simply  as 
peacekeeping.   Sometimes  these  actions  have  substituted  for, 
and  sometimes  they  have  complemented,  more  traditional  UN-led 
missions . 

Such  coalition  actions  are  typically  more  robust  than 
"N-'.ontrolled  operations,  but  their  success  depends  on  whether 
one  or  more  major  powers  is  willing  to  take  the  lead  militarily 
and  financially.   The  integration  of  coalition  operations  and 
UN  peacekeeping  can  be  difficult,  as  witnessed  in  Bosnia. 
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Another  option  is  a  UN  mission  to  observe  peacekeeping  by 
member  states  or  regional  groups.   The  UN  has  sent  such 
observer  missions  to,  among  other  places,  Tajikistan,  Georgia 
and  Liberia. 

The  acceptability  to  us  of  a  coalition  or  unilateral  action 
will  depend  on  the  willingness  of  the  major  power  or  powers 
involved  to  respect  the  territory  and  sovereignty  of  other 
nations  and  otherwise  to  adhere  to  international  principles  of 
peacekeeping  and  international  law.   America  does  not,  and  will 
not  recognize,  any  extra-legal  privileges  or  so-called  spheres 
of  influence  for  any  country  outside  its  own  borders. 

U.S.  Policy  on  Reforming  Multilateral  Peace  Operations 

In  May  1994,  after  extensive  and  productive  consultations 
with  the  Congress,  the  President  signed  a  Presidential  Decision 
Directive  (PDD)  on  Reforming  Multilateral  Peace  Operations. 
The  purpose  of  the  directive  was  not  to  expand  UN  peacekeeping, 
but  to  fix  it;  to  improve  UN  management  and  to  rationalize 
America's  own  process  for  deciding  when  and  how  to  support  and 
participate  in  UN  peacekeeping. 

The  PDD  has  six  major  elements: 

o    First,  it  imposes  discipline  on  peacekeeping 

decision-making  by  insisting  that  questions  about  cost, 
size,  risk,  mandate  and  duration  be  asked  and 
satisfactorily  answered  —  both  within  the  U.S.  Government 
and  by  the  Security  Council  —  before  operations  are 
started  or  extended.   The  result  has  been  fewer  and  smaller 
new  operations  and  better  management  of  existing  ones. 

o    Second,  it  stresses  the  U.S.  commitment  to  a  reduction  in 
our  share  of  UN  peacekeeping  co3ts  from  the  current  level 
of  31.151  percent  to  25  percent  (the  U.S.  currently  pays  at 
30.387  percent).   The  U.S.  is  now  engaged  in  a  vigorous, 
but  uphill,  diplomatic  effort  to  gain  agreement  from  the  UN 
membership  to  an  assessment  formula  that  would  accommodate 
this  reduced  rate.   However,  the  Administration  has 
informed  the  UN  that  U.S.  law  (PL  103-236)  mandates  a 
reduction  to  25  percent  in  the  American  rate  of  payment, 
with  or  without  the  agreement  of  UN  members,  beginning 
October  1,  1995. 

o    Third,  it  confirms  long-standing  U.S.  policy  that  the 

President,  as  Commander-in-Chief,  will  never  relinquish  to 
the  UN,  or  to  anyone  else,  command  authority  over  our  armed 
forces.   U.S.  troops  will  be  placed  under  the  operational 
control  of  a  foreign  commander  only  when  it  is  in  our 
interests  to  do  so  and  under  circumstances  in  which  command 
and  control  arrangements  are  fully  satisfactory  to  us. 
Ordinarily,  this  means  that  when  American  combat  forces 
participate  in  large-scale  or  high-risk  operations,  we  will 
act  either  alone  or  through  a  coalition  or  proven  alliance, 
or  through  a  UN  operation  commanded  by  an  American. 
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What  the  military  refers  to  as  "operational  control"  is 
given  for  a  specific  period  of  time  and  does  not  permit  a 
foreign  commander  to  change  the  mission  agreed  upon  by  the 
President,  separate  U.S.  units,  divide  their  supplies, 
administer  discipline  or  change  a  unit's  organization. 
U.S.  commanders  are  always  obligated  to  refuse  orders  that 
are  illegal  or  outside  the  approved  mandate,  and  we  reserve 
always  the  right  to  withdraw  our  forces  from  an  operation 
or  to  take  any  other  action  necessary  to  protect  our 
forces.   These  restrictions  are  well  known  to  U.S.,  UN  and 
foreign  military  commanders. 

o   Fourth,  it  recommends  steps  to  make  UN  peacekeeping  more 
efficient,  more  effective,  and  less  costly.   Implementing 
these  recommendations  is  an  ongoing  effort.   Over  the  past 
year,  the  UN's  Department  of  Peacekeeping  Operations  has 
evolved  into  a  more  fully  integrated  organization  with 
improved  management,  planning,  analytic  and  logistics 
skills.   We  are  working  with  the  UN  and  other  member  states 
to  improve  the  UN's  ability  to  respond  rapidly  to  crisis 
situations . 

o    Fifth,  it  recommends  that  the  Departments  of  State  and 

Defense  share  responsibility  for  managing  and  funding  U.S. 
participation  in  UN  peace  operations,  with  lead 
responsibility  depending  on  the  nature  of  the  operation. 

o  Finally,  it  proposes  measures  to  improve  and  regularize 
consultations  between  the  executive  branch  and  Congress 
concerning  United  Nations  peacekeeping. 


Improving  the  Way  the  UN  Doe3  Business 

This  is  the  UN's  fiftieth  year.   For  many  of  those  years, 
the  organization  was  crippled  by  bitter  east-west  and 
north-south  divisions  that  hindered  the  development  of 
consensus  goals  against  which  program  performance  could  be 
measured.   Too  often,  politics,  not  professionalism,  determined 
the  career  advancement  of  UN  officials.   As  a  result,  bad 
habits  were  developed,  accountability  eroded  and  bureaucracy 
grew. 

Today,  the  old  divisions  have  either  narrowed  or  gone.   UN 
members  have  in  common  the  incentive  to  build  an  organization 
that  works  well.   Progress  towards  improved  management  is  being 
made . 

Last  year,  the  General  Assembly  established  an  independent 
office  with  the  functions  of  an  Inspector  General.   The  new 
office  has  been  given  independent  reporting  authority  and  a 
mandate  to  crack  down  on  waste,  fraud  and  abuse  in  the  UN 
Secretariat  and  in  affiliated  agencies  and  departments. 
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The  UN's  new  Undersecretary  General  for  Management,  Joseph 
Connor,  a  former  CEO  of  Price  Waterhouse,  has  embarked  on  a 
broad  strategy  to  improve  efficiency  by  1)  introducing  a 
merit-based  method  of  appraising  employee  performance; 
establishing  procedures  to  clarify  program  goals,  match 
objectives  to  resources  and  measure  outputs;  and  modernizing 
information  systems. 

The  operation  and  management  of  UN  peacekeeping  missions 
also  is  improving.   The  Department  of  Peacekeeping  Operations 
has  been  re-organized  and  strengthened,  a  24  hour  a  day 
Situation  Center  has  been  established  and  there  is  closer 
coordination  between  humanitarian  and  peacekeeping  activities. 

Currently,  efforts  are  underway  to: 

o  streamline  budgeting  through  the  use  of  a  standardized 
costing  system; 

o  reduce  paperwork  required  for  countries  and  companies 
seeking  reimbursement  for  services  provided  to  UN  operations; 

o  develop  standard  logistics  operating  procedures  to 
improve  efficiency  and  reduce  staffing  needs;  and 

o  develop  a  financial  management  handbook. 

In  addition,  a  High-Level  Expert  Procurement  Group, 
appointed  by  the  UN,  has  recently  completed  a  report  on  UN 
procurement  practices.   The  report  includes  a  series  of 
recommendations  for  what  it  calls  "radical  change"  in  UN 
procurement  practices.   In  a  parallel  effort,  the  U.S.,  UK  and 
Canada  have  established  a  working  group  to  identify  specific 
areas  for  improvement  in  peacekeeping  services  contracts  and 
other  procurement  matters . 

Like  other  institutions,  if  the  UN  is  to  succeed,  its 
members  must  see  that  it  is  adapted  and  restructured  to  meet 
the  demands  of  the  new  era.   That  process  will  not  happen 
overnight,  but  it  is  going  forward  now  at  an  accelerating 
pace.   The  United  States  will  do  all  it  can  to  see  that  the 
momentum  for  reform  does  not  slacken. 


Paying  for  Peacekeeping 

In  calendar  year  1994,  UN  peacekeeping  cost  the 
international  community  approximately  $3.5  billion,  of  which 
i- he  U.S.  paid  30.387  percent.   (The  U.S.  did  not  recognize  the 
Increase  in  our  assessment  to  more  than  31  percent  arising  from 
the    recalculation  of  assessments  following  the  demise  of  the 
Soviet  Union) .   Almost  two-thirds  of  these  costs  are 
attributable  to  the  operations  in  former  Yugoslavia  (UNPROFOR) 
and  in  Somalia  (UNOSOM  II),  the  latter  of  which  is  shutting 
down . 
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In  the  fall  of  1994,  Congress  appropriated  $1.2  billion, 
which  will  cover  U.S.  peacekeeping  assessments  for  roughly  the 
15  month  period  between  October  1,  1993  and  January  1,  1995. 
The  appropriation  served  to  ameliorate  temporarily  an 
increasingly  precarious  financial  situation  for  UN 
peacekeeping.   Due  to  late  payments  from  members,  including  the 
U.S.,  the  UN  has  become  chronically  slow  in  reimbursing 
countries  for  contributions  of  troops,  equipment  and  services 
as  well  as  paying  commercial  contractors.   These  delays  affect 
American  interests  not  only  because  of  our  stake  in  effective 
peace  operations,  but  because  36  percent  of  UN  Headquarters 
procurement  for  peacekeeping  in  1993  (the  latest  year  for  which 
data  are  complete)  came  from  commercial  U.S.  sources. 
Moreover,  troop  contributors  are  increasingly  reluctant  to  join 
new  UN  missions  or  to  remain  in  existing  ones  because  they  been 
forced  to  bear  alone  the  costs  of  that  participation  for  longer 
periods . 

Cash  flow  problems  are  a  serious  impediment  to  more 
effective  UN  peace  operations.   If  the  UN  had  cash  reserves,  or 
if  it  could  count  on  timely  payment  of  bills,  it  could  plan 
more  confidently,  recruit  troops  more  successfully,  deploy 
forces  more  promptly  and  procure  equipment  more  efficiently. 
Currently,  there  is  a  lag  of  many  months  between  the  time  a 
mission  is  authorized  and  funds  to  pay  for  it  are  received. 

The  Administration  is  requesting  an  emergency  supplemental 
appropriation  of  $672  million  to  meet  additional  anticipated 
assessments  for  UN  peacekeeping  through  September  30,  1995,  the 
end  of  the  fiscal  year.   The  request  for  fiscal  year  1996  is 
$510  million,  of  which  $445  million  is  from  the  Department  of 
State  and  $65  million  from  the  Department  of  Defense.   Due  to 
the  present  uncertainties  surrounding  the  situation  in  former 
Yugoslavia,  the  Administration  request  includes  costs 
anticipated  for  UNPROFOR  only  for  the  first  six  months  of 
Fiscal  Year  1996.   Should  additional  resources  be  necessary, 
the  Administration  will  consider  alternatives  for  funding  as 
Fiscal  Year  1996  proceeds. 

During  the  past  two  years,  the  United  States  has  been  among 
those  countries  that  have  fallen  behind  in  payments  to  UN 
peacekeeping.   Although  Fiscal  Year  1994  bills  have  been  paid, 
there  are  insufficient  funds  appropriated  to  meet  new  bills  as 
they  arrive.   The  UN  has  struggled  to  maintain  operations 
despite  shortfalls  and  late  payments;  but  if  shortages  worsen, 
a  financial  breakdown  at  some  point  is  inevitable.   At  that 
point,  U.S.  and  UN  policy  makers  would  face  a  choice  between 
running  existing  operations  on  insufficient  funds,  with  all  the 
risks  that  entails,  or  shutting  operations  down  regardless  of 
consequences . 
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If  a  financial  breakdown  occurs,  we  could  expect  that: 

o   Regional  powers  would  increasingly  take  upon  themselves  the 
right  to  maintain  order  in  areas  of  perceived  relevance  to 
their  own  security,  possibly  at  great  expense  to  the 
sovereignty  of  weaker,  neighboring  states. 

o    The  UN  operation  in  former  Yugoslavia  (UNPROFOR)  will 
become  unsustainable  in  its  current  form,  possibly 
increasing  pressure  on  the  U.S.  to  intervene  unilaterally. 

o   UN  missions  important  to  U.S.  interests  in  such  places  as 
the  Golan  Heights.  Cyprus,  Haiti,  Kuwait  and  elsewhere  may 
be  shut  down  prematurely. 

o   There  would  be  few,  if  any,  new  or  expanded  UN  peace 
operations .   While  this  would  save  money  in  the 
peacekeeping  ledger,  it  could  lead  to  large  additional 
expenditures  in  others.   For  example,  Representatives  Ben 
Gilman  and  Lee  Hamilton  suggested  recently  in  a  letter  to 
President  Clinton  that: 

"[a]  UN  peacekeeping  operation  in  Angola  could  cost 
the  United  States  as  much  as  $90  million  per  year. 
Yet,  if  peace  comes  to  Angola,  the  need  for 
humanitarian  relief  will  diminish.   In  1994,  alone, 
the  U.S.  will  spend  $90  million  in  Angola  on  such 
relief. " 

o    The  U.S.  may  have  difficulty  sustaining  support  for  the 
planned  UN  mission  in  Haiti,  leaving  the  U.S.  with  the 
choice  of  carrying  on  alone,  at  far  greater  risk  and  cost 
to  the  U.S..  or  of  abandoning  Haiti's  government  before  it 
has  the  means  to  sustain  stability  and  consolidate  the  hold 
of  democracy.   The  latter  course  would  seriously  damage 
American  credibility,  and  quite  possibly  produce  another 
round  of  brutal  human  rights  violations  and  desperate 
attempts  to  flee  to  America  aboard  unseaworthy  vessels. 

o    If  America  were  to  be  held  responsible  for  bankrupting  UN 
peacekeeping,  our  ability  to  lead  at  the  UN  would 
diminish.   At  stake  is  our  influence  within  the  Security 
Council  on  decisions  ranging  from  peacekeeping  to 
sanctions,  within  the  UN  system  on  key  appointments,  and  on 
UN  reform  and  resolutions  before  the  General  Assembly.   We 
would  find  it  more  difficult  to  build  under  UN  auspices 
another  Gulf  War-style  coalition.   We  would  certainly  lose 
any  chance  of  gaining  agreement  upon  a  reduction  in  our 
share  of  peacekeeping  assessments  to  25  percent.   Finally, 
our  ability  to  argue  that  other  nations  must  meet  their 
obligations  to  the  UN  (e.g.  enforcing  sanctions  against 
Libya  and  Iraq)  and  to  international  law  would  be 
undermined . 
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The  U.S.  Military  and  "Contingency"  Operations 

At  the  end  of  January,  1995,  the  United  States  was  24th  on 
i he  list  of  nations  in  the  number  of  troops  contributed  to  UN 
peacekeeping  missions.   We  provide  roughly  one  percent  of  the 
personnel  to  UN  operations  and  pay  less  than  one-third  of  the 
costs.   Our  payments  to  UN  peacekeeping  are  equal  to  less  than 
two-fifths  of  one  percent  of  our  expenditures  for  national 
security  and  foreign  policy.   As  these  numbers  reflect,  UN 
peacekeeping  is  valuable  to  the  United  States  as  a  means  of 
ensuring  that  others  share  the  burden  of  establishing  and 
maintaining  global  stability. 

The  primary  mission  of  our  armed  forces  is  to  fight  and  win 
wars.   But  the  selective  use  of  military  force  in  the  full 
range  of  operations  other  than  war  can  serve  America's 
interests  and  foreign  policy  objectives,  in  part  by  making  it 
less  likely  that  major  wars  will  occur.   Therefore,  although 
our  objectives  are  often  embodied  in  UN  Security  Council 
resolutions,  when  it  serves  our  interests  we  will  undertake 
coalition  or  unilateral  actions  independent  of  the  United 
Nations . 

Most  of  the  U.S.  forces  now  involved  in  such  missions  are 
working  to  deter  or  isolate  potential  aggressors.   These 
efforts  benefit  from  the  multinational  support  gained  through 
UN  Security  Council  endorsement.   For  example: 

o    17,600  American  troops  are  part  of  an  international 

coalition  enforcing  no-fly  zones  over  Iraq  and  policing  the 
economic  embargo  in  effect  against  that  country; 

o    1,400  participate  in  Operation  Provide  Comfort,  a  coalition 
which  provides  security  and  humanitarian  relief  for  the 
Kurdish  minority  in  northern  Iraq;  and 

o    9,000  are  involved  in  the  NATO  operation  enforcing  the 
Bosnian  no-fly  zone  and  sanctions  against  Serbia  and 
Montenegro. 

In  addition,  other  operations  serve  U.S.  security  and 
humanitarian  interests: 

o    6,000  American  troops  remain  in  Haiti,  as  part  of  the 

Multinational  Force  that  restored  democracy  and  ended  the 
humanitarian  crisis  in  that  country; 

o    984  participate  in  a  multinational  observer  force  in  the 
Sinai,  to  monitor  the  security  provisions  of  the  Egypt- 
Israel  peace  treaty:  and, 

o    500  are  involved  in  the  coalition  airlift  of  humanitarian 
supplies  to  civilians  in  Bosnia. 
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These  deployments  serve  American  interests  by  deterring 
aggressive  behavior,  attaching  a  price  to  lawlessness, 
addressing  urgent  humanitarian  needs  and  promoting  democracy  in 
-areas  of  strategic  concern  to  the  United  States.   U.S.  forces 
also  participated  during  1994  in  operations  to  intercept  tens 
of  thousands  of  individuals  seeking  to  enter  America  illegally 
by  sea,  and  in  a  short-term  humanitarian  effort  to  save  Rwandan 
refugees  . 

These  operations  differ  from  United  Nations  peacekeeping 
because  they  are  not  directed  by  UN  commanders,  controlled  by 
the  UN  Security  Council,  nor  dependent  on  UN  funding. 
Decisions  on  whether  and  how  to  participate  are  made 
unilaterally  by  the  U.S.,  in  consultation,  where  appropriate, 
with  coalition  or  allied  partners. 


Reimbursing  the  U.S.  for  UN  Peacekeeping  and  Related  Activities 

Peace  operations  differ  in  the  way  they  are  treated  by  the 
Security  Council  and  in  the  way  costs  are  apportioned. 

"Blue-heimeted"  operations  are  those  authorized  by  the  UN 
Security  Council  in  which  a  UN  chain  of  command  is  established, 
under  whose  operational  control  contributing  nations  agree  to 
place  their  forces.   When  the  United  States  places  U.S. 
military  units  or  personnel  under  the  operational  control  of  a 
United  Nations  commander  for  a  specific  operation,  the  U.S.  is 
reimbursed  at  the  standard  UN  rate.   A  portion  of  this 
reimbursement  is  paid  to  the  Department  of  Defense  to  recoup 
its  incremental  costs;  the  remainder  is  credited  against  our 
CIPA  assessment  (paid  by  the  State  Department)  for  that 
particular  operation.   Military  observers  are  paid  a  per  diem 
rate  directly  by  the  UN.   Lease  or  sale  of  equipment  and 
supplies  and  provision  of  airlift  or  sealift  are  handled  as 
commercial  transactions,  with  DoD  setting  the  price  with  the  UN 
and  receiving  payment  directly  from  the  UN.   The  majority  of 
such  services  and  sales  are  provided  to  UN  peacekeeping 
operations  in  which  the  U.S.  has  not  contributed  troops. 

Non-blue-helmeted  operations  are  those  in  which  the 
Security  Council  authorizes  or  requests  member  states 
voluntarily  to  take  certain  actions.   In  such  cases,  there  is 
no  UN  chain  of  command:  operational  control  arrangements  are 
made  by  mutual  agreement  among  the  participating  states. 
Because  these  nations  control  the  operation,  they  bear  their 
own  costs  and  there  is  no  reimbursement  or  credit  against 
assessments.   Non-participants  would  argue  strongly  against 
paying  their  "share"  of  an  operation  in  which  neither  they,  nor 
t he  UN,  have  a  role.   Examples  of  such  actions  include  UNITAF 
(Somalia),  Operation  Turquoise  (Rwanda),  ECOMOG  (Liberia),  and 
NATO  enforcement  of  no-fly  zones  (Iraq  and  former  Yugoslavia) . 


127 


-  13  - 


Coalition  or  unilateral  actions  are  those  operations 
undertaken  by  individual  nations  or  a  coalition  of  nations 
without  Security  Council  action.   These  operations  are  wholly 
financed  by  the  participating  states.   Most  of  our  alliance 
activities  would  fall  into  this  category. 

Legislation  introduced  in  Congress  this  year  suggests  that 
we  deduct  what  we  spend  voluntarily  on  these  "contingency" 
operations  from  what  we  owe  the  UN  for  peacekeeping.   If  recent 
experience  is  any  guide,  this  could  eliminate,  by  our  own 
calculation,  all  U.S.  payments  for  UN  peacekeeping.   This 
prospect  might  seem  attractive,  but  it  would  also: 

o    make  it  impossible  for  the  UN  to  budget  accurately; 

o    seriously  erode  UN  peacekeeping's  financial  base; 

o    violate  our  obligations  under  the  UN  Charter; 

o    eliminate  any  possibility  that  we  would  be  able  to  gain  UN 
member  state  agreement  to  reduce  to  25  percent  our  official 
rate  of  assessment  for  UN  peacekeeping;  and, 

o    invite  chaos  by  prompting  other  countries  to  mimic  our 

unilateral  policy.   For  example,  other  NATO  members  might 
seek  a  credit  for  costs  incurred  in  enforcing  the  Bosnia 
and  Iraq  no-fly  zones;  Japan  might  seek  reimbursement  for 
the  fund  it  established  to  underwrite  logistical  costs  in 
Somalia  or  for  its  large  voluntary  contributions  to  the  UN 
peace  operation  in  Cambodia;  Russia  might  df cide 
unilaterally  to  deduct  from  its  payments  to  the  UN  the 
costs  of  its  peacekeeping  deployments  in  the  Newly 
Independent  States;  France  might  seek  a  credit  for  its 
actions  in  Rwanda;  and  the  Gulf  States,  Germany,  and  Japan 
could  claim  credit  for  underwriting  much  of  the  cost  of 
Operation  Desert  Storm. 

The  result  would  be  budgetary  anarchy  and  a  progressive 
inability  on  the  part  of  the  UN  to  plan,  initiate  or  sustain 
peace  operations.   This  would  eliminate  UN  peacekeeping  as  an 
option  and  leave  us  more  and  more  with  the  stark  choice  between 
unilateral  action  and  inaction  when  emergencies  arise. 

America  participates  in  operations  to  enforce  sanctions, 
provide  humanitarian  relief  and  assist  peacekeeping  when,  and 
only  when,  it  is  in  our  interests  to  do  so,  and  when  the  costs 
do  not  exceed  the  benefits.   By  acting  on  a  non-reimbursable 
basis,  we  can  ensure  that  a  mission  is  of  a  size  and  type  that 
will  enable  it  to  succeed.   Such  operations  demonstrate 
American  leadership.   Although  they  may  sometimes  complement 
actions  taken  under  the  UN  banner,  they  are  distinct  from  them 
and  provide  no  justification  for  avoiding  our  financial 
obligations . 
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Executive-Legislative  Consultations 

The  increase  in  the  number  and  cost  of  United  Nations  peace 
operations  since  1991  has  required  adjustments  by  both  the 
Executive  and  Legislative  branch.   The  expansion  of 
peacekeeping  has  raised  a  number  of  new  and  complicated  issues 
for  policymakers;  and  controversial  events  in  Somalia  and 
Bosnia,  particularly,  have  generated  debate  both  in  Congress 
and  within  the  public,  at  large.   Because  peace  operations 
often  respond  to  emergency  situations,  or  to  unforeseen 
opportunities,  their  costs  have  been  difficult  to  estimate  as 
-far  in  advance  as  normal  budgeting  procedures  require.   Also, 
the  increase  in  costs  has  been  hard  to  accommodate  in  a  budget 
environment  that  is  austere  and  increasingly  rigid. 

The  Administration  has  recognized  the  need  to  consult 
closely  with  Congress  on  United  Nations  peacekeeping  issues, 
and  has  done  so. 

At  the  Administration's  initiative,  monthly  briefings  on 
peacekeeping  issues  were  initiated  in  the  latter  part  of  1993. 
The  content  and  format  of  these  briefings  have  since  been 
legislated  in  section  407  of  the  Foreign  Relations 
Authorization  Act  for  fiscal  years  1994  and  1995  (PL  103-236) . 
As  a  result,  Congress  has  good  access  to  information  concerning 
the  financial,  security  and  political  implications  of  UN 
peacekeeping  on  a  real  time  basis. 

Nevertheless,  the  Administration  believes  that  it  would  be 
worthwhile  to  explore  the  possibility  of  developing  a  new 
Executive-legislative  mechanism  for  providing  information  and 
exchanging  views  on  peacekeeping  and  related  issues.   Unlike 
the  current  monthly  briefings,  a  new  mechanism  should  function 
at  the  Member  level,  and  should  be  designed  to: 

1)  increase  mutual  understanding  of  U.S.  policy  towards 
United  Nations  peacekeeping  and  related  issues; 

2)  consistent  with  the  constitutional  authorities  of  the 
President,  ensure  that  Congress  has  an  appropriate  role  in 
decisions  that  result  in  new,  unforeseen  and  unbudgeted 
financial  obligations;  and 

3)  be  structured  in  a  way  that  does  not  impose  unreasonable 
or  unnecessary  administrative  or  time  burdens  either  on  the 
Executive  or  Members  of  Congress. 

Continued  effective  U.S.  leadership  at  the  UN  and  around 
the  world  is  a  goal  that  both  the  executive  and  legislative 
branches  share.   We  must  work  together  to  see  that  this  goal  is 
achieved. 
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Conclusion 

After  a  period  of  rapid  growth,  the  number  and  cost  of  UN 
peace  operations  have  leveled  off.   Disciplined  decision-making 
procedures  advocated  by  the  United  States  and  others  have 
caused  the  Security  Council  to  be  more  selective  about  when  and 
where  to  authorize  substantial  new  missions.   This  tendency  has 
been  strengthened  by  the  reluctance  of  nations  to  contribute 
troops  to  hazardous  missions  and  by  the  UN's  inability  to 
reimburse  members  on  a  timely  basis  for  the  contributions  they 
do  make. 

Most  current  UN  peace  operations  are  small,  modest  in 
mandate  and  noncontroversial .   The  most  visible  exceptions  are 
UNPROFOR  in  the  former  Yugoslavia,  which  is  larger  and  more 
expensive  than  all  other  operations  combined,  and  UNOSOM,  which 
is  shutting  down.   Although  serious  problems  remain,  steady 
improvements  are  being  made  in  the  management  of  peacekeeping. 

Looking  ahead,  Americans  can  expect  that  emergencies  and 
conflicts  will  arise  in  which  our  interests  and  sympathies  are 
engaged.   In  some  cases,  there  may  be  little  either  we  or 
others  usefully  can  do.   But  often  we  will  want  to  influence 
events  either  to  consolidate  gains  towards  democracy,  contain 
violence  or  prevent  massive  loss  of  life.   Viable  UN 
peacekeeping  will  result  in  less  risk  to  our  soldiers,  less 
cost  to  our  taxpayers  at  a  time  when  we  are  trying  to  cut  the 
cost  of  government,  and  less  impact  on  the  readiness  of  our 
armed  forces  to  perform  their  central  warfighting  mission. 

Should  the  UN  system  be  hamstrung  by  its  members  who  no 
longer  pay  for  peacekeeping,  then  the  U.S.  will  face  frequent 
choices  between  unilateral  intervention  and  inaction;  between 
being  a  world  policeman  or  a  bystander  in  an  environment  where 
those  with  the  deepest  hatred,  most  ruthless  ambition  and 
deadliest  arms  wreak  havoc  on  their  neighbors. 

Just  as  military  power  is  advanced  by  the  integration  of 
sea  power  with  air  and  amphibious  capabilities,  so  our 
diplomacy  is  advanced  by  the  integration  of  unilateral  with 
coalition  and  more  broadly  multilateral  approaches.   In  this 
sense,  UN  peacekeeping  adds  to  our  capabilities,  without 
subtracting.   It  offers  us  a  choice  between  unilateral  action 
and  standing  aside  while  conflicts  fester.   It  allows  us  to 
influence  events  without  assuming  the  full  burden  of  costs  and 
risks.   And  it  lends  the  weight  of  law  and  world  opinion  to 
causes  and  principles  we  support. 

In  short,  well-planned  and  well-implemented  United  Nations 
peace  operations  are  in  the  best  interests  of  the  United 
States.   The  Administration  will  be  pleased  to  work  with  the 
Members  of  this  Subcommittee,  and  with  other  key  Congressional 
leaders,  to  ensure  that  this  remains  the  case. 

Thank  you  very  much. 
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Mr.  Callahan.  Mr.  Bennett,  do  you  want  to  go  ahead  with  your 
opening  statement?  Or  do  you  want  to  just  present  it  for  the 
record. 

Mr.  Bennett.  I  will  just  present  it  for  the  record,  Mr.  Chairman, 
and  be  happy  to  take  the  committee's  questions. 

Mr.  Callahan.  Thank  you. 

[The  information  follows:] 
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STATEMENT  BY  DOUGLAS  J.  BENNET 

ASSISTANT  SECRETARY  OF  STATE 

FOR  INTERNATIONAL  ORGANIZATION  AFFAIRS 

BEFORE 

THE  HOUSE  APPROPRIATIONS  COMMITTEE 

FOREIGN  OPERATIONS  SUBCOMMITTEE 

MARCH  15,  1995 


Mr.  Chairman  and  Members  of  the  Committee: 

I  am  pleased  today  to  present  to  you  the  Administration's 
Fiscal  Year  1996  request  for  voluntary  contributions  to 
multilateral  programs  and  funds  under  the  International 
Organizations  and  Programs  (IO&P)  account.   The  investment 
proposed  is  an  important  and  effective  means  to  advance  a  wide 
range  of  vital  U.S.  foreign  policy  objectives,  including 
promoting  peace,  strengthening  democratic  institutions,  and 
fostering  economic  prosperity  and  sustainable  development. 

United  States  participation  in  the  organizations  and 
programs  presented  here  today  contributes  to  maintaining  our 
global  leadership;   promoting  our  values  of  democracy,  human 
rights,  and  free  markets;   and  cooperating  in  ways  that  help 
literally  hundreds  of  millions  of  people.   Our  contributions 
ultimately  pay  significant  dividends  back  to  Americans  through 
increased  trade,  the  elimination  of  epidemic  diseases,  and  the 
reduction  of  environmental  pollution. 

The  United  States  achieves  enormous  leverage  through  our 
contributions  to  the  agencies  and  programs  in  the  IO&P 
account.   For  every  dollar  that  we  contribute  to  these  programs, 
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others  in  the  international  community  typically  contribute  $8 
to  $10.   As  clearly  indicated  in  a  recent  survey  conducted  by 
the  University  of  Maryland,  when  Americans  understand  how  small 
a  percentage  of  the  federal  budget  goes  overseas,  they  support 
these  kinds  of  expenditures. 

Public  opinion  surveys  conducted  by  the  media,  university 
research  centers,  and  various  think  tanks  consistently  show 
that  a  sizeable  majority  of  Americans  endorse  the  United 
Nations'  humanitarian,  developmental,  and  security  objectives. 
Americans  are  pragmatic.   They  realize  that  many  of  the  world's 
problems  can  only  be  solved  by  working  cooperatively  with 
others,  not  by  going  it  alone. 

The  President's  FY  1996  Budget  requests  $425  million  for 
the  IO&P  account.   This  includes  $355.4  million  for  programs 
that  promote  sustainable  development,  $65  million  for  promoting 
peace  through  two  non-proliferation  programs,  and  $4.6  million 
for  programs  that  build  democracy.   Nearly  four-fifths  of  the 
sustainable  development  funds  are  for  three  key  United  Nations 
agencies:   UNDP,  UNICEF,  and  UNFPA.   The  remaining  funding 
supports  several  smaller  agencies  and  programs  that  promote 
economic  growth  and  protect  the  environment  in  specialized 
ways.   As  the  following  highlights  show,  many  important 
benefits  flow  from  our  voluntary  participation  in  these 
agencies  and  programs. 

UNDP 
The  UN  Development  Program  is  currently  charting  a  bold, 
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new  course  as  the  central  coordinating  and  funding  mechanism 
for  development  assistance  of  the  UN  system.   UNDP  emphasizes 
assistance  to  emerging  nations,  countries  recovering  from 
crisis,  and  nations  working  to  avoid  social,  political,  and 
economic  disintegration.   These  programs  promote  free-market 
reform,  privatization,  economic  growth,  democracy,  and  peace  -- 
all  of  which  are  congruent  with  American  values. 

Benefits  to  the  U.S.  include  that  fact  that  UNDP's  annual 
purchases  from  American  companies  typically  exceed  the  amount 
of  the  U.S.  voluntary  contribution  ($134  million  in  orders 
versus  $124  million  contribution  in  1993).  Furthermore,  each 
dollar  we  contribute  leverages  about  nine  dollars  through  the 
donations  of  other  nations. 

UNDP  is  a  leader  within  the  UN  system  in  management  and 
administrative  reform.   Since  1992,  UNDP  has  tightened  its  belt 
--  cutting  its  administrative  budget  by  12%  in  real  terms, 
cutting  headquarters  staff  by  25%,  and  cutting  field  staff  by 
8%.   Its  new  employee  performance  evaluation  system,  based  on 
those  successfully  used  in  private  firms,  has  been  held  as  a 
model  for  the  UN  as  a  whole. 

UNICEF 
American  leadership  in  the  United  Nations  is  epitomized  in 
Jim  Grant,  who  died  earlier  this  year.   Grant  leaves  a  legacy 
of  accomplishments  in  development  and  humanitarian  assistance 
that  made  a  truly  remarkable  impact  on  the  lives  of  the  world's 
children.   In  his  15  years  at  UNICEF,  Jim  Grant  transformed  the 
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agency,  focusing  it  on  using  low-cost  technical  interventions, 
modern  supply  techniques,  and  advocacy  at  all  levels  of  society 
to  increase  immunization  of  the  world's  children  against 
preventable  diseases  from  20%  in  the  early  1980s  to  80%  today. 
Together  with  the  use  of  oral  rehydration  salts  and  other  child 
and  maternal  health  initiatives,  it  is  estimated  that  25 
million  children  and  mothers  owe  their  lives  today  to  the 
energetic  and  persistent  efforts  of  UNICEF.   As  Jim  Grant  said 
a  few  weeks  before  he  died: 

"These  achievements  (by  UNICEF)  have  not  made  the 
nightly  news.   But  they  have  changed  the  daily  lives  of 
many  millions  of  families  in  some  of  the  world's  poorest 
communities.   For  such  progress  means  that  approximately 
2.5  million  fewer  children  will  die  in  1996  than  in  1990." 

The  value  of  UNICEF  is  well  understood  by  the  American 
people,  who  have  supported  the  organization  generously  through 
private  donations  for  over  40  years. 

UNFPA 
The  UN  Population  Fund  is  at  the  center  of  a  major 
international  effort  to  improve  developing  countries'  family 
planning  and  maternal/child  health  care  programs.   UNFPA's 
efforts  over  the  past  25  years  have  contributed  significantly 
to  the  major  decline  in  birth  rates  in  much  of  the  world.   The 
percentage  of  couples  in  developing  countries  who  are  using 
contraceptives  has  increased  from  14  percent  three  decades  ago 
to  55  percent  today.   Those  trends  have,  in  turn,  reduced 
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pressures  for  trans-border  migration,  increased  per-capita 
wealth,  and  slowed  environmental  degradation  in  many  nations. 
I  should  note  that  UNFPA's  mission  is  voluntary  family 
planning.   It  does  not  promote  abortion.   In  fact,  it  is 
prohibited  from  doing  so  by  its  charter. 

At  the  present,  the  world  is  spending  approximately  $5 
billion  annually  on  family  planning  programs,  of  which  donors 
contribute  only  about  20%.   The  world's  nations  know  that  now 
is  not  the  time  to  declare  victory  and  walk  away.   The 
"demographic  bulge"  of  women  of  child-bearing  age  is  at  a 
record  high.   Over  one  hundred  million  couples  still  do  not 
have  access  to  contraceptives.   The  number  of  people  being 
served  by  these  family  planning  and  reproductive  health 
programs  is  expected  to  increase  from  450  million  today  to  650 
million  in  the  year  2000.   If  we  reduce  our  efforts  now,  we 
will  likely  pay  the  price  later  as  increasing  poverty  and  civil 
strife  overseas  push  more  and  more  illegal  immigrants  toward 
our  shores. 

I  FAD 
Our  reguest  for  the  International  Fund  for  Agricultural 
Development  is  vital  to  our  strategy  for  alleviating  rural 
poverty  in  developing  countries.   More  than  one  third  of  its 
annual  lending  goes  to  Sub-Saharan  Africa.   Its  beneficiaries 
are  those  most  vulnerable  in  poor  rural  areas,  including  ethnic 
minorities,  women  (who  often  cannot  own  land  in  their  own 
right),  and  recently  resettled  refugees.   Since  1977,  IFAD  has 
mobilized  loans  and  grants  totalling  $4.5  billion  to  assist  the 
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rural  poor  in  102  nations. 

MONTREAL  PROTOCOL  MULTILATERAL  FUND 
Ozone  depletion  causes  increasing  rates  of  skin  cancer, 
immune  system  suppression,  and  damage  to  the  environment. 
Because  ozone  depletion  is  a  global  threat,  our  nation  suffers 
from  damage  done  beyond  our  borders.   The  Multilateral  Fund  for 
the  Implementation  of  the  Montreal  Protocol  enables  developing 
countries  to  reverse  the  human-caused  depletion  of  our  planet's 
ozone  layer. 

Currently  approved  Fund  projects  are  expected  to  reduce 
developing  countries'  use  of  certain  ozone-depleting  substances 
by  over  25  percent  during  the  next  three  years.   But  this  can 
only  happen  if  the  U.S.  continues  to  contribute.   Should  we 
refuse,  other  nations  would  likely  bail  out,  causing  an 
international  domino  effect  that  could  scuttle  the  entire 
effort.   Given  our  global  technological  leadership,  U.S. 
industry's  earnings  from  Fund-financed  sales  are  expected  to 
exceed  our  contributions  to  the  Fund. 

The  IO&P  account  supports  a  number  of  other  important 
activities  that  address  our  broad  interests  in  promoting 
environmental  protection  around  the  world.   These  include  the 
UN  Environment  Program,  which  deals  with  the  full  range  of 
transboundary  environmental  problems,  and  specific  conventions 
on  climate  change  and  the  protection  of  biodiversity.   Our  $4.4 
million  in  requests  for  contributions  to  international  efforts 
on  climate  change  is  but  a  tiny  fraction  of  the  $1.4  billion  we 
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spend  domestically  in  research  on  global  climate  change. 

ORGANIZATION  OF  AMERICAN  STATES  (OAS) 
The  Organization  of  American  States  promotes  democracy  and 
political  stability  in  our  own  back  yard.   Led  by  a  dynamic  new 
Secretary  General  and  coming  off  of  the  recent  success  of  the 
Summit  of  the  Americas,  the  OAS  is  well  placed  to  help  advance 
the  democratization  and  development  of  such  nations  as 
Guatemala,  Nicaragua,  Suriname,  and  Haiti.   The  contributions 
contained  in  our  IO&P  request  would  give  the  OAS  the  means  to 
continue  this  vital  work.   The  end  result,  for  the  U.S.,  will 
be  more  stable  and  prosperous  neighbors  that  are  better  able  to 
import  our  goods  and  less  likely  to  "export"  their  own  people 
to  our  shores. 

IAEA 
Our  contributions  to  the  International  Atomic  Energy  Agency 
serve  to  protect  Americans  from  the  awesome  danger  posed  by 
nuclear  proliferation.   The  IAEA  administers  a  unique  system  of 
international  safeguards  to  deter  the  diversion  of  material  and 
equipment  for  nuclear  explosive  purposes.   In  so  doing,  the 
IAEA  makes  a  major  contribution  to  international  peace  and 
security.   IAEA  today  applies  safeguards  on  nuclear  materials 
and  technology  at  some  822  locations  in  61  countries  around  the 
globe.   This,  I  think  all  will  agree,  should  allow  Americans  to 
sleep  a  little  easier  at  night. 

KOREAN  ENERGY  DEVELOPMENT  ORGANIZATION  (KEDO) 
The  final  activity  that  I  would  like  to  single  out  is  the 
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Korean  Peninsula  Energy  Development  Organization.   KEDO's  task 
will  be  to  implement  key  aspects  of  the  October  21,  1994  Agreed 
Framework  between  the  U.S.  and  North  Korea.   This,  if 
successful,  will  ultimately  lead  to  the  complete  dismantlement 
of  North  Korea's  dangerous  and  destabilizing  nuclear  capability 
—  a  worthy  goal  indeed.   The  Clinton  Administration  strongly 
believes  that  full  funding  for  KEDO  is  a  critical  instrument 
for  promoting  our  vital  national  interests  in  Northeast  Asia. 

CONCLUSION 
There  are  a  number  of  other  organizations  and  programs  in 
addition  to  the  IO&P  accounts  that  I  have  highlighted.   There 
is  a  strong  rationale  for  U.S.  participation  in  each.   A  strong 
case  exists  for  the  full  funding  of  every  one  of  them.   The 
sums  are  modest,  the  burden  is  shared,  the  benefits  are  real, 
our  national  interests  are  engaged,  and,  in  every  case,  a 
measure  of  U.S.  leadership  is  involved. 

With  the  Cold  War  behind  us,  the  United  States  has  an 
unprecedented  opportunity  to  shape  a  world  of  open  societies 
and  open  markets  —  a  more  peaceful,  more  democratic,  and  more 
prosperous  world  in  which  America  can  thrive.   But  we  cannot  do 
this  unilaterally.   Nor  can  we  do  it  by  contributing  only 
words.   What  is  needed  is  the  type  of  multilateral  engagement 
that  our  FY  1996  IO&P  budget  request  seeks.   Thank  you. 
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Mr.  Callahan.  Mr.  Wilson,  do  you  have  any  questions? 
Mr.  Wilson.  Yes  sir,  Mr.  Chairman. 

U.N.  Peacekeepers 

I  would  like  to  ask  the  Ambassador  if  the  numbers  are  available 
regarding  how  many  U.N.  peacekeepers  are  deployed  today,  and  of 
that  number  how  many  of  them  are  Americans. 

Ambassador  Albright.  Yes,  Mr.  Wilson.  Let  me  explain.  There 
are  17  peacekeeping  operations  now  in  the  field,  and  as  of  the  end 
of  January  there  were  63,504  peacekeepers.  As  I  said,  the  lowest 
number  in  two  years. 

The  number  of  U.S.  personnel  participating  is  944.  I  think  there 
really  is  a  misunderstanding  about  how  many  Americans  actually 
participate. 

Mr.  Wilson.  I  thought  we  had  several  thousand  in  Haiti. 

Ambassador  Albright.  Those  are  not  yet  U.N.  forces.  Those  are 
multinational  forces.  As  of  March  31,  2,400  of  those  will  become 
U.N.  forces.  But  as  of  now,  if  I  might  go  through  these  with  you, 
because  I  think  the  part  that  is  interesting  is,  as  I  said,  we  are 
twenty-fourth  in  the  number  of  contributors. 

We  have  554  in  Macedonia;  321  in  Croatia;  28  in  Western  Sa- 
hara; 17  in  the  Middle  East;  15  in  Kuwait;  5  in  Haiti,  who  are  part 
of  the  preparation  for  the  UNPROFOR;  and  4  in  Georgia.  Those 
are  that  actually  participate  in  U.N.  peacekeeping  operations  as 
designated.  Those  17. 

We  do  have  a  number  of  Americans,  several  thousand  American 
forces  that  work  in  some  way  to  support  U.N.  peace  and  humani- 
tarian operations,  for  instance,  to  do  with  no-fly-zones  or  sanctions 
enforcement.  But  specifically  on  the  numbers  of  Americans  in  U.N. 
peacekeeping  forces,  I  think  people  are  usually  quite  surprised  to 
realize  that  the  number  is  as  small  as  it  was.  Obviously,  when  we 
were  in  Somalia  it  was  a  larger  number,  and  as  we  go  into  Haiti 
it  will  go  up,  but  it  is  a  very  small  number. 

Mr.  Wilson.  I  am  very  surprised.  I  thought  it  was  several  thou- 
sand at  least.  Of  course  some  of  the  more  successful  peacekeeping 
activities  are  not  under  the  U.N.  presumably.  For  instance  there 
are  the  forces  in  the  Sinai.  Nobody  ever  hears  about  them,  but  that 
is  a  bilateral  situation  between  the  United  States  and  Israel  and 
Egypt. 

Ambassador  Albright.  And  it  is  a  voluntary  operation.  Under 
Secretary  Lynn  Davis  is  in  charge  of  those. 

Mr.  Wilson.  We  have  a  serious  problem  in  Congress  with  peace- 
keeping actions.  Currently,  on  the  Floor  of  the  House,  today  and 
tomorrow,  we  are  dealing  with  supplemental,  where  we  are  having 
to  pay  for  these  peacekeeping  actions.  We  are  facing  increasing  re- 
sentment on  the  part  of  Congress,  because  we  are  not  consulted 
ahead  of  time  and  then  we  are  presented  with  a  bill. 

Do  you  have  any  ideas  or  suggestions?  If  this  continues  it  is 
going  to  cause  a  train  wreck,  I  am  pretty  sure  of  that,  and  I  wonder 
if  the  administration  is  as  sensitive  to  that  as  they  should  be? 

Ambassador  Albright.  Let  me  just  say,  first  of  all,  we  are,  Con- 
gressman Wilson,  very  sensitive  to  this.  I  think  we  all  feel  it  is 
very  important  to  be  as  responsible  in  budgeting  as  we  possibly  can 
be. 
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We  have,  in  the  beginning  of  this  administration  last  year,  talked 
about  different  ways  of  trying  to  deal  with  the  bill.  Some  of  it  had 
to  do  with  the  concept  of  shared  responsibility,  where  the  Defense 
Department  would  pay  for  certain  types  of  operations  and  the  State 
Department  the  other.  That  did  not  work  out  for  a  number  of  rea- 
sons; and,  therefore,  part  of  what  you  are  dealing  with  has  to  do 
with  an  attempt  that  was  made  to  be  responsible  that  did  not  quite 
work  out  the  way  we  wanted. 

I  do  think  that  we  need  to  figure  out  some  way  to  be  able  to 
think  ahead,  although  I  must  say  it  is  hard  to  budget  for  genocide. 
I  think  the  issue  here  is  that  there  are  very  unexpected  issues  that 
come  up  that  are  hard  for  any  administration,  ours  or  in  other 
countries,  to  deal  with  such  as  outbreaks  of  hostility  and  political 
earthquakes,  various  horrible  things. 

CONTINGENCY  FUND 

I  do  think  we  need  to  be  thinking  about,  and  Secretary  Chris- 
topher has  mentioned  this,  the  possibility  of  creating  some  kind  of 
a  contingency  fund  that  you  all  would  know  that  we  were  working 
within  and  then  try  to  sort  out  how  we  would  pay  out  of  that  con- 
tingency fund.  But  I  think  we  share  with  you  the  same  dilemma, 
which  is  how  do  you  act  responsibly  towards  the  American  people 
in  terms  of  how  we  spend  our  money  and,  at  the  same  time,  be  able 
to  deal  with  unexpected  circumstances  that  face  us  all  that  are  im- 
portant to  the  U.S.  because  they  threaten  long-term  peace  and  sta- 
bility. 

Mr.  Wilson.  Thank  you. 

AMERICAN  TROOPS 

I  would  just  finally  say  that  another  overriding  concern,  in  addi- 
tion to  notification,  et  cetera,  is  there  is  a  great  deal  of  consterna- 
tion in  Congress  about  American  troops  serving  under  commanders 
from  other  countries  and  I  imagine  you  will  probably  hear  that 
question  asked.  But  you  can  wait  until  someone  else  brings  it  up 
more  forcefully. 

Mr.  Callahan.  I  think  along  those  lines,  either  you  or  to  Mr. 
Bennett,  but  the  multinational  force  and  observers  in  the  Sinai 
through  the  peacekeeping  operations  account,  we  fund  that  through 
this  committee,  and  the  Secretary  of  State  currently  is  in  the  Mid- 
dle East  and  if  peace  ever  does  become  a  signed  document,  at  least 
between  Syria  and  Israel,  would  you  either  anticipate  an  observer 
force  being  deployed  in  the  Golan  Heights?  Would  American  troops 
participate  in  such  a  force?  And  who  would  pay  for  that  force,  if 
indeed,  some  peace  accord  is  reached  between  Syria  and  Israel? 

Ambassador  Albright.  Well,  we  obviously  consider  having  peace 
in  that  area  one  of  the  major  priorities  of  this  administration.  And 
as  you  stated,  Secretary  Christopher  is  there  working  on  it  and  I 
think  he  has,  in  fact,  managed  to  give  it  another  kick  start  and 
that  talks  will  be  proceeding. 

As  of  now,  decisions  have  not  been  made  on  the  subjects  that  you 
have  raised.  Obviously,  we  will  be  consulting  with  you  very  closely 
as  that  process  moves  forward.  But  it  is  premature  at  this  point, 
I  think,  to  discuss  that. 
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Mr.  Callahan.  Well,  we  too  are  interested  in  peace  in  the  Mid- 
dle East,  but,  once  again,  we  still  have  to  look  at  the  cost  factor 
of  this  and  try  to  plan  ahead,  if  indeed  there  is  going  to  be  some 
needed  monies  for  that  activity. 

You  know,  even  though  the  Secretary  of  State  denies  it,  I  keep 
hearing  that  they  are  negotiating  a  peace  settlement,  which  is  not 
your  jurisdiction,  but  that  includes  some  type  of  funding  for  Syria 
on  the  part  of  the  United  States;  that  Syria,  I  understand,  is  saying 
in  these  negotiations,  and  I  have  no  way  of  knowing  whether  this 
is  factual  or  not,  Secretary  Christopher  denies  it,  but  if  they  are 
there  thinking  that  the  United  States  of  America  is  going  to  just 
provide  some  type  of  annual  entitlement  to  the  Israeli-Egyptian 
agreement  and  have  Syria  say  that  we  want  some  money,  too,  to 
join  this  peace,  we  do  not  have  any  money. 

I  know  that  is  a  little  outside  your  jurisdiction,  but  the  peace- 
keeping is  within  your  jurisdiction  and  we  are  concerned  about  the 
cost  of  this.  We  have  limited  amounts  of  money  that  are  going  to 
be  available  next  fiscal  year.  The  United  Nations  is  going  to  be  im- 
pacted just  like  every  other  agency  of  government  is  going  to  be  im- 
pacted with  these  fiscal  constraints.  And  you  must  recognize  that 
you  are  going  to  have  these  constraints  coming,  not  because  it  is 
the  desire  of  this  committee  but  political  reality  is  going  to  neces- 
sitate the  United  Nations  and  everybody  involved  in  government 
tighten  their  belts  in  some  manner  and  negotiate  other  mecha- 
nisms for  peacekeeping  activities  as  well  as  everything  else. 

Ambassador  Albright.  Mr.  Chairman,  I  will  pass  on  your  com- 
ments to  the  Secretary  of  State  in  terms  of  planning.  And  if  I  just 
might  say,  I  think  we  ought  to  understand  the  following  thing;  that 
we  are  all  on  the  same  side  here,  and  that  basically  we  are  con- 
cerned about  escalating  costs.  We  understand  fully  the  message 
that  you  are  sending  and  the  American  people  are  sending.  On  the 
other  hand,  I  think  that  we  have  to  understand  the  role  that  the 
United  States  as  the  leader  of  the  world  plays  and  we  just  have 
to  sort  out  our  priorities.  We  want  to  do  that  with  you. 

Mr.  Callahan.  We  are  appreciative  of  that,  but  members  of  the 
administration  and  even  some  people  outside  the  official  adminis- 
tration, are  going  around  the  world — I  see  Mrs.  Clinton,  just  the 
other  day,  for  example,  went  to  some  meeting  and  said  we  are 
pledging  $100  million. 

I  don't  know  where  Mrs.  Clinton  gets  that  authority,  but,  Mr. 
Wilson,  I  wrote  her  a  letter  and  told  her  not  to  put  us  in  the  same 
position  that  you,  or  you  on  behalf  of  the  President,  must  now  meet 
an  obligation  of  this  country  because  the  President  committed  that. 
I  want  you  to  know  and  the  committee  to  know  and  Mrs.  Clinton 
to  know  and  Mr.  Clinton  to  know  that  I  do  not  consider  this  an  ob- 
ligation of  the  United  States  of  America  just  because  someone  went 
over  there  and  said  we  are  going  to  donate  this  money. 

Mr.  Wilson.  Mr.  Chairman,  just  in  self-defense,  if  you  are  talk- 
ing about  the  Van  Hoover  commitment  regarding  the  Russian  offi- 
cers, while  that  was  committed  by  the  President,  it  was  validated 
by  the  United  States  House  of  Representatives. 
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Mr.  Callahan.  But  before  we  get  too  committed,  just  because 
someone  went  over  there  and  said  we  are  going  to  give  $100  mil- 
lion of  the  taxpayers'  money,  I  wanted  everybody  to  be  aware  that 
I  have  already  notified  Mr.  Christopher  that  I  do  not  consider  this 
an  official  obligation  of  the  United  States  of  America  or  the  Con- 
gress of  the  United  States,  and  before  we  get  too  wrapped  up  in 
this,  I  wanted  everybody  to  know  up  front  that  we  do  not  want  to 
come  back  and  say,  well,  the  First  Lady  has  committed  to  this  or 
the  President  has  committed  to  this;  I  am  not  committed  and  I 
don't  know  that  this  committee  is  committed  just  because  someone 
making  a  speech  says  it. 

Mr.  WILSON.  Mr.  Chairman,  I  would  like  you  to  know  I  have  cau- 
tioned everybody  in  the  administration  about  the  danger  of  becom- 
ing overly  enthusiastic  while  making  toasts. 

Mr.  Callahan.  Great. 

Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

PRESIDENTIAL  DECISION  DIRECTIVE  25 

Good  morning,  Ambassador  Albright.  Thank  you  for  joining  us 
today. 

I  would  like  to  begin  my  questioning  today  by  discussing  two  of 
the  answers  that  you  presented  for  the  record  last  year.  As  you 
may  recall,  last  year  you  appeared  before  this  subcommittee  the 
day  after  the  President  signed  Presidential  Decision  Directive  25, 
which  is  the  administration's  new  peacekeeping  policy  guidelines. 

At  the  time,  I  asked  you  to  provide  for  the  record  the  dates  and 
sections  of  PRD-13  that  had  been  shared  to  date  with  Secretary 
General  Boutros-Ghali.  And  for  colleagues  who  are  new,  PRD-13 
was  the  interagency  review  document  which  eventually  evolved 
into  Presidential  Decision  Directive  25. 

The  response  you  gave  was  that  you  personally  gave  the  Sec- 
retary General  the  briefing  on  the  signing  of  the  PDD  by  President 
Clinton  by  telephone  on  May  4  when  Boutros-Ghali  was  overseas. 
You  also  stated  on  the  following  day  that  Ambassador  Inderfurth 
shared  the  PDD  nonpager,  which  provides  an  unclassified  descrip- 
tion of  the  conclusions  and  recommendations  of  the  PDD,  with  sen- 
ior U.N.  officials.  And  copies  of  the  nonpager  were  also  given  to  the 
Secretary  General's  New  York  office  at  the  time. 

Now,  Ambassador  Albright,  I  have  been  made  aware  of  a  cable 
which  indicates  that  despite  your  answer  to  Congress,  that  Sec- 
retary General  Ghali  and  yourself  discussed  the  new  peacekeeping 
policy  while  it  was  still  being  developed  by  the  U.S.  Government 
and  well  in  advance  of  your  phone  call  to  him  on  May  4  of  1994. 

The  cable  you  personally  wrote  in  August  of  1993  states  that  Sec- 
retary General  Boutros-Ghali  read  a  Washington  Post  story  which 
among  other  things  highlighted  your  opposition  to  General  Powell's 
suggested  language  on  command  and  control.  Secretary  Boutros- 
Ghali  then  came  to  you  for  an  explanation. 

The  cable  goes  on  to  explain  that  you  briefed  him  on  the  PRD- 
13  processes,  promised  to  keep  him  apprised  as  the  study  went  for- 
ward, and  agreed  it  would  be  useful  for  Under  Secretary  General 
Goulding  to  go  to  Washington  to  consult  on  these  issues. 
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Ambassador,  can  you  please  tell  me  how  I  am  to  reconcile  your 
answer  you  gave  to  Congress  that  Boutros-Ghali  learns  nothing 
about  PDD-25  until  May  4,  1994,  with  this  August  1993  cable 
which  you  are  clearly  briefing  the  Secretary  General  on  the  current 
state  of  American  internal  policy  discussions?  How  do  you  reconcile 
this? 

Ambassador  Albright.  I  find  the  tone  of  the  question  a  little  pe- 
culiar but  nevertheless  let  me  explain  what  my  job  is  at  the  United 
Nations. 

The  issue  here,  when  I  got  to  the  U.N.,  as  I  have  explained  a 
number  of  times,  is  to  try  to  get  control  over  what  the  United  Na- 
tions was  doing  in  terms  of  peacekeeping.  There  had  been  a  growth 
in  peacekeeping  operations.  When  I  got  there  I  wanted  to  know 
what  the  criteria  were  for  how  peacekeeping  operations  were,  in 
fact,  fielded.  We  were  concerned  about,  as  I  said,  this  growth. 

Immediately  upon  coming  into  office,  our  administration  began  to 
look  at  how  to  develop  peacekeeping  guidelines  in  order  to  make 
sure  that  the  operations  that  were  fielded  were  the  kinds  that  had 
the  proper  control;  that  could,  in  fact,  be  run  in  a  way  that  was 
responsible;  and  we  started  the  work  on  what  ultimately  became 
PDD-25. 

However,  in  the  course  of  all  this,  there  were  questions  about 
how  to  limit  the  operations  that  were  already  beginning  to  happen 
as  we  went  through  the  PRD-PDD  process.  It  is  my  job,  and  that 
of  the  other  Ambassadors  up  there,  to  work  with  the  Secretariat, 
the  Secretary  General,  and  Mr.  Goulding  to  try  to  do  a  better  job 
on  the  peacekeeping  operations. 

I  was  President  of  the  Security  Council  in  August  1993  and 
began  the  process  of  asking  very  tough  questions  about  the  size  of 
the  mandate,  cost  of  the  mandate,  the  objective  of  the  mandate, 
what  forces  would  be  in  the  mandate.  Those  are  the  kinds  of  ques- 
tions that  were  a  part  of  a  process  to  make  sure  that  we  had  a  new 
Presidential  decision  memoranda,  Presidential — PDD — on  how  the 
United  States  was  going  to  carry  out  peacekeeping  operations. 

It  is  perfectly  appropriate.  In  fact,  it  would  be  inappropriate  if 
I  did  not  in  some  way  ask  the  questions  that  ultimately  were  part 
of  a  Presidential  decision.  It  was  in  no  way  revealing  secret  docu- 
ments or  having  discussions  that  were  inappropriate. 

The  PDD,  in  fact,  was  never  shared,  but  the  paper  itself  describ- 
ing the  PDD  was  a  document  that  has  made  been  available  widely 
to  the  Congress,  to  foreign  capitals,  to  the  U.N.,  and  to  the  public, 
and  we  have  certainly  never  made  a  secret  of  our  basic  policy  and 
the  main  thrust  of  our  policy.  And  I  would  think  that  more  than 
having  you  criticize  me  for  talking  to  the  Secretary  General,  that 
you  would  be  right  in  criticizing  me  if  I  did  not  convey  to  the  Sec- 
retary General  and  the  Secretariat  the  very  stringent  guidelines 
which  our  administration  has  put  into  place  as  far  as  peacekeeping 
operations  are  concerned. 

Mr.  LlGHTFOOT.  Well,  with  all  due  respect,  Madam  Ambassador, 
that  is  a  nice  answer  but  that  is  not  what  you  told  Congress.  Be- 
cause the  question  that  was  asked  specifically,  and  I  will  read  it, 
please  provide  for  the  record  the  dates  and  sections  of  PRD-13  that 
have,  to  date,  been  shared  with  Secretary  General  Boutros-Ghali. 
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Your  answer:  Ambassador  Albright  gave  the  Secretary  General  a 
briefing  on  the  signing  of  the  PDD  by  President  Clinton  by  tele- 
phone May  4  when  Boutros-Ghali  was  overseas.  The  following  day 
Ambassador  Inderfurth  shared  the  PDD  nonpager  with  senior  U.N. 
officials.  Copies  of  the  nonpager  were  also  given  to  the  SYG's  New 
York  office  at  this  time. 

The  question  was  had  you  shared  any  of  this  information  with 
the  Secretary  General.  And  this  says  that  you  had  not  until  the 
fourth  of  May.  Yet,  I  have  a  1993  cable  that  suggests  otherwise. 

[Deleted.] 

What  bothers  me  about  all  this  is,  number  one,  I  don't  think  that 
you  told  us  the  truth,  at  least  all  of  the  truth  in  your  statement 
last  time;  and  this  morning  you  have,  since  I  have  been  here  said 
we  are  on  the  same  side,  we  serve  the  U.S.,  not  the  U.N.  I  think 
maybe  the  lady  protests  too  much.  And  I  am  really  concerned  about 
where  the  ties  are  and  how  much  information  is  going  up  to  the 
U.N.;  what  is  being  shared  with  them.  As  we  get  into  this  intel- 
ligence fiasco  that  we  are  in,  for  someone  to  get  that — and  in  a 
minute,  if  I  run  out  of  time,  I  will  be  back  on  the  second  round. 

A  second  question.  Our  peacekeeping  policy  was  adopted  in  close 
consultation  with  the  United  Nations  and  not  with  Congress.  Your 
cable  indicates  a  pattern  of  regular  briefings  and  consultations 
with  high  United  Nations  officials  about  what  I  consider  to  be  an 
internal  United  States  Government  internal  policy  government  doc- 
ument. I  don't  think  the  PDD  or  the  PRD  should  have  been  dis- 
cussed with  the  U.N.  until  you  put  it  together. 

And  the  intent  of  that  question  I  asked  you  last  year  was  to 
know  what  and  when  information  was  shared  with  the  United  Na- 
tions during  the  process  which  led  to  this  new  peacekeeping  policy. 
I  just  do  not  take  kindly  to  evasions,  and  I  take  even  less  kindly 
to  any  answer  which  intends  to  deceive  Congress. 

And  I  will  ask  you  one  more  time  to  please  supply  for  the  record, 
I  will  not  ask  it  today,  but  supply  it  for  the  record  what  informa- 
tion was  shared  with  the  United  Nations  and  when  during  the  for- 
mulation of  our  new  peacekeeping  policy.  It  is  kind  of  back  to  the 
old  Reagan  thing,  who  knew  what,  when.  That  is  what  we  would 
like  to  know. 

[The  information  follows:] 

The  United  Nations  and  the  Formulation  of  the  Administration's  Policy  on- 
Reforming  Multilateral  Peace  Operations 

The  Administration  initiated  a  review  of  U.S.  policy  towards  international  peace- 
keeping early  in  1993.  This  review  culminated  in  May,  1994  with  a  Presidential  De- 
cision Directive  on  Reforming  Multilateral  Peace  Operations.  During  the  period  of 
the  review,  United  States  policy  towards  peace  operations  evolved  in  the  direct;on 
that  was  reflected  ultimately  in  the  Presidential  Decision  Directive.  For  example, 
the  United  States  began  asking  tough  questions  about  the  cost,  duration,  mandate 
and  scope  of  prospective  peace  operations;  numerous  initiative  were  undertaken  to 
strengthen  and  reform  the  UN's  Department  of  Peacekeeping  Operations;  monthly 
briefings  of  Congress  on  peacekeeping  were  initiated  and  U.S.  concern  about  the 
adequacy  of  command  and  control  arrangements  in  peace  operations  in  which  Amer- 
icans participate  was  emphasized.  Throughout  this  period,  and  since  the  completion 
of  the  Presidential  Decision  Directive,  American  representatives  have  communicated 
regularly  with  officials  at  the  UN,  including  the  Secretary  General,  and  with  rep- 
resentatives from  other  UN  member  states,  for  the  purpose  of  explaining,  imple- 
menting and  gaining  support  for  U.S.  policy. 
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Peacekeeping  Mission 

Mr.  LlGHTFOOT.  Another  question  which  I  think  you  evaded  last 
year  ties  directly  into  the  first  matter,  command  and  control  of  U.S. 
troops  in  a  peacekeeping  mission. 

As  you  know,  General  Colin  Powell  inserted  language  into  an 
earlier  draft  of  PRD-13  which  stated  commanders  of  U.S.  military 
units  under  U.N.  command  would  be  instructed  not  to  comply  with 
orders  which  they  believe  are,  number  one,  outside  the  mandate  of 
the  mission;  number  two,  illegal  under  U.S.  law,  or  three,  are  mili- 
tarily imprudent  or  unsound. 

After  General  Powell  retired,  I  understand  that  language  was 
amended  to  read  commanders  of  U.S.  forces  instead  of  acting  on 
their  training  and  initiative  would  refer  the  matter  to  higher  U.S. 
authorities,  which  has  become  known  as  the  call  home  provision. 

A  Washington  Post  article  dated  August  5  of  1993  states  that  you 
told  Army  officers  on  July  29  of  1993  that  the  reservation  of  na- 
tional decision-making  power  makes  for,  in  quotes,  "serious  com- 
mand and  control  problems,"  end  of  quote,  in  the  U.N.  force. 

My  question  is  simply  this:  Does  this  mean  you  oppose  General 
Powell's  language;  and  what  role  did  you  play  in  the  change  of  that 
text  from  the  original  Powell  language? 

Ambassador  Albright.  Let  me  just  return  to  the  previous  ques- 
tion before  I  answer  the  one  that  you  have  just  asked. 

I  think  that  it  is  conceivable  that  we  have  had  a  misunderstand- 
ing in  what  the  question  was  that  you  asked  me  last  time  I  ap- 
peared. I  did  not  say  that  Boutros-Ghali  learned  nothing  about  our 
peacekeeping  policy  until  the  briefing.  The  bottom  line  is  that  our 
peacekeeping  policy  is  something  that  has  evolved,  as  is  appro- 
priate for  a  new  policy,  and  that  part  of  what  I  consider  my  job  as 
directed  by  others,  by  the  Secretary  of  State  and  the  President  of 
the  United  States,  is  to  limit  and  guide  peacekeeping  evolution  at 
the  United  Nations. 

The  United  Nations  was  not  waiting  until  we  created  our  PDD 
nor — let  me  put  it  this  way.  The  world  situation  was  not  waiting 
until  we  created  our  PDD.  There  were  specific  questions  and  it  had 
to  do  with,  for  instance,  the  Russian  forces  in  Georgia  in  August 
1993  that  had  to  be  answered,  and  we  were,  in  effect,  working  the 
issue  as  it  went  along. 

The  briefings,  as  officially  described  and  are  correct,  but  I  clear- 
ly, we  all  did  because  we  consider  it  absolutely  appropriate,  to  dis- 
cuss with  the  United  Nations  what  they  are  supposed  to  be  doing 
as  far  as  making  sure  that  peacekeeping  operations  suit  our  pur- 
poses. 

There  is  no  attempt  here  to  give  more  information  to  the  U.N. 
than  to  Congress.  We  are  working  a  process  in  New  York  to  make 
sure  that  the  peacekeeping  operations  are  the  kinds  that  we  want. 
There  was  consultation  as  appropriate  with  Congress  on  peace- 
keeping. 

We  can  go  more  into  this.  I  will  supply  for  you,  to  the  best  of  my 
ability,  other — I  see  the  Secretary  General  and  people  in  the  Sec- 
retariat, as  does  Ambassador  Inderfurth  and  the  other  Ambas- 
sadors on  a  regular  basis.  If  we  did  not  do  that,  sir,  we  should  not 
be  up  there.  That  is  what  we  are  supposed  to  be  doing  and  that 
is  what  I  consider  as  part  of  my  job  description. 
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Mr.  LlGHTFOOT.  I  don't  question  that  at  all,  Ambassador.  You 
should  be  talking  to  these  people,  you  are  right,  that  is  why  you 
are  there.  But,  again,  my  basic  question,  and  I  am  just  a  simple 
country  boy  and  I  thought  it  was  a  simple  question  we  wanted  to 
know  when  you  talked  to  Boutros-Ghali  and  when  you  shared  this 
information  with  him.  You  said  it  was  May  4  of  1994,  we  find  out 
it  was  back  in  August  of  1993.  So  anyway  would  you  mind  answer- 
ing the  second  question,  please. 

Ambassador  Albright.  Yes.  On  the  question,  let  me  just  go 
through  this,  because  I  think  there  is  also  some  misunderstanding 
about  what  Colin  Powell  said.  But  ordinarily  I  would  not  comment 
on  internal  administration  deliberations,  but  this  story  apparently 
has  a  life  of  its  own,  so  let  me  just  say  this. 

My  own  position  on  command  and  control  was  and  is  to  defer  to 
DOD  and  the  Joint  Chiefs  of  Staff.  I  cannot  speak  for  the  Joint 
Chiefs  but  it  has  certainly  been  my  belief  that  the  language  in  the 
PDD  on  command  and  control  is  fully  supported  by  them  and  that 
any  changes  made  to  that  language  as  it  evolved  were  made  with 
their  approval. 

It  is  my  recollection  that  the  policy  on  command  and  control  was 
set  before  General  Powell's  retirement,  not  after.  But  in  either 
case,  it  was  concurred  in  by  the  Joint  Chiefs  of  Staff. 

Having  said  that,  let  me  explain  in  the  words  of  General 
Shalikashvili  what  our  policy  on  command  and  control  is. 

"Our  forces,"  these  are  in  General  Shali's  words,  "our  forces  will 
always  remain  under  the  command  of  our  commander  in  chief,  and 
we  already  have  a  sound  policy  that  applies  very  rigorous  stand- 
ards regarding  when  we  will  pass  even  the  most  limited  authority 
of  our  forces  to  a  foreign  commander. 

"By  the  terms  of  that  policy,  when  either  important  American  in- 
terests or  significant  numbers  of  American  troops  are  involved,  the 
senior  military  commander  will  ordinarily  be  an  American.  But 
when  the  nature  and  mandate  of  the  missions  argues  otherwise, 
and  the  rules  of  engagement  permit  proper  protection  of  our  troops 
and  proper  execution  of  the  mission,  the  President  must  retain  the 
flexibility  to  place  our  units  under  the  temporary  operational  con- 
trol of  a  competent  foreign  commander. 

"Even  then,  subordinates  of  U.S.  commanders  will  always  retain 
the  capability  to  report  separately  to  higher  U.S.  commanders  and 
the  U.S.  reserves  the  right  to  terminate  participation  in  any  given 
operation  at  any  time  and  to  take  whatever  action  necessary  to 
protect  U.S.  forces.  But  if  more  restrictive  laws  are  added,  it  will 
result  in  a  loss  of  necessary  flexibility. 

"If  our  allies  were  to  respond  to  the  legislation  by  placing  similar 
restrictions  on  the  subordination  of  their  forces,  our  ability  to  par- 
ticipate in  coalition  operations  could  be  seriously  impaired." 

And  then  he  says,  "let  me  assure  you  that  one  of  the  responsibil- 
ities I  take  most  seriously  is  to  recommend  to  the  Secretary  and 
the  President  not  to  have  assigned  forces  to  any  operation  where 
I  am  not  convinced  that  the  rules  of  engagement  are  right,"  et 
cetera. 

Mr.  LlGHTFOOT.  My  time  has  expired  and  I  would  like  to  ask 
some  more  questions  on  the  intelligence  issue.  But  quickly  on  that 
question,  if  I  am  a  field  commander  and  I  think  my  troops  are  in 
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danger  because  of  some  U.N.  commander's  decision  I  can  take  them 
out  of  that  situation? 

Ambassador  Albright.  Yes,  because  they  are  never  to  follow 
commands  that  are  illegal  or 

Mr.  Lightfoot.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  I  thank  you.  We  are  going  to  have  to  remind  the 
Members,  too,  that  we  are  going  to  have  to  limit  our  five  minutes 
apiece  to  no  more  than  15  minutes.  But  we  hope  we  will  have  time 
to  get  back  to  you. 

Now  that  does  not  apply  to  the  gentlelady  from  California  who 
always  takes  30  minutes  anyway. 

Ms.  Pelosi.  The  Chairman  is  so  kind. 

Mr.  Callahan.  Mr.  Yates. 

Mr.  Yates.  Madam  Ambassador,  it  is  a  pleasure  to  see  you  here 
today. 

ARAB/ISRAELI  RELATIONSHIP 

What  is  the  relationship  at  the  U.N.  between  the  Arab  states 
who  are  in  the  peacekeeping  process  and  the  Israelis?  I  happen  to 
have  been  at  the  U.N.  in  1963  as  Ambassador  and  I  found  at  that 
time,  of  course,  the  Israelis  and  Arabs  never  even  looked  at  each 
other.  The  Israelis  would,  but  the  Arabs  walked  out  of  the  room 
and  never  shook  hands  with  them. 

Does  that  sort  of  relationship  still  exist? 

Ambassador  Albright.  I  am  happy  to  say  we  have  moved  beyond 
that.  This  last  General  Assembly  session  especially  and  the  one  be- 
fore that,  after  the  agreement  signed  on  the  White  House  lawn,  the 
situation  has  changed  quite  radically.  We  have  removed  a  lot  of  the 
language  that  was  anti-Israel  out  of  a  whole  series  of  resolutions. 

Mr.  Yates.  With  their  support? 

Ambassador  Albright.  Yes. 

Mr.  Yates.  What  I  mean,  which  of  the  countries  support  it? 

Ambassador  Albright.  Well,  there  clearly  is  a  mixed  situation 
on  this  and  I  would  be  glad  to  provide  you  with  some  of  the  mate- 
rial. 

Mr.  Yates.  Does  Egypt  support  it? 

Ambassador  Albright.  Egypt  is  helpful.  Morocco  is  very  helpful. 

Mr.  Yates.  Jordan? 

Ambassador  Albright.  I  can't  tell  you  exactly,  but  on  the  whole 
certainly  Jordan. 

And  what  has  happened  is  we  have  had  a  number  of  formal  and 
informal  meetings  where  we  have  had  the  Israeli  delegation  meet- 
ing with  some  of  the  Arab  delegations.  We  have  managed  to  get  a 
positive  resolution  about  the  peace  process.  So  I  think  we  have 
made  great  strides. 

Now,  there  are  still  things  that  are  wrong,  as  far  as  we  are  con- 
cerned. The  U.N.  is  divided  into  regional  groups,  and  the  Israelis 
are  not  in  any  regional  group.  That  is  a  problem  because  it  means 
that  they  cannot  put  up  their  candidates  for  a  number  of  positions 
in  various  parts  of  the  United  Nations.  So  it  is  not  that  they  are 
treated  in  a  way  that  we  think  is  as  yet  equitable,  but  what  has 
happened  is  that  there  has  been  great  progress  and  numbers  of 
Arab  countries  have  been  very  supportive. 
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The  King  of  Morocco  is  in  town  today  and  I  might  say  that  Mo- 
rocco has  been  particularly  helpful  on  these  issues  and,  in  fact, 
when  I  first  arrived  at  the  United  Nations,  Morocco  was  in  the 
chair  in  the  Security  Council  and  they  were  particularly  helpful  on 
issues  to  do  with  the  question  of  the  detainees. 

So  I  think  there  are  numbers  of  Arab  countries  that  are  most 
supportive. 

Mr.  Yates.  What  is  your  relationship  with  the  executive  branch, 
the  President's  office,  and  the  Secretary  of  State  with  respect  to  the 
negotiations  for  peace  between  the  parties  in  the  Middle  East? 

Ambassador  ALBRIGHT.  My  own? 

Mr.  Yates.  As  Ambassador  to  the  United  Nations. 

Ambassador  ALBRIGHT.  Well,  my  relationship  as  far  as  the  U.N. 
is  concerned,  and  with  that  hat  is  that  we,  obviously,  whenever 
there  is  an  issue  that  has  to  do  with  the  U.N. — for  instance,  if 
there  is  a  terrorist  act — an  issue  comes  up  in  the  Security  Council 
and  I  then  deal  with  that. 

For  instance,  we  are  very  pleased  that  for  the  first  time,  two 
months  ago,  the  fact  that  a  terrorist  act  was  committed  in  Israel 
was  mentioned — the  word  "Israel"  was  in  the  Security  Council 
Presidential  report  to  the  press.  So  in  that  regard,  I  am  involved 
in  it. 

I  also  am  a  member  of  the  principals  committee  of  the  National 
Security  Council  and,  therefore,  and  a  member  of  the  cabinet,  and 
therefore,  with  that  hat,  I  am  involved  in  some  of  the  decision  mak- 
ing to  do  with  the  peace  process. 

PEACEKEEPING  BETWEEN  ISRAEL  AND  SYRIA 

Mr.  Yates.  The  Chairman  asked  you  about  the  pending  negotia- 
tions for  peacekeeping  between  Israel  and  Syria.  Do  you  do  any  of 
the  negotiating  on  behalf  of  the  executive  branch  in  matters  of 
these  kinds  or  is  that  all  done  by  the  Secretary  of  State's  office? 

Ambassador  Albright.  No,  that  is  all  done  by  the  Secretary  of 
State. 

Mr.  Yates.  I  see.  And  when  they  have  concluded  they  will  then 
call  on  you  to  follow  through,  if  need  be,  with  the  U.N.  and  the  na- 
tions of  the  U.N.? 

Ambassador  ALBRIGHT.  That  is  correct,  yes. 

Mr.  Yates.  I  see.  No  relationship.  So  it  is  not  fair  to  ask  you  the 
question.  What  is  the  relationship  in  the  peace  process  now  be- 
tween Arafat  and  the  Israelis?  I  noticed  that  they  are  going  to  meet 
again  in  July.  They  are  scheduled  to  meet  again?  Does  the  U.N.  do 
nothing  in  the  interim  except  acknowledge  the  terrorists  and  try  to 
bring  them  closer  together? 

Ambassador  Albright.  Well,  at  this  point  it  is  in  a  different 
venue,  and  so  we  are  not  specifically  involved  in  it.  I  think  that  our 
issues  have  to  do  when  an  issue  is  brought  to  the  Security  Council. 
For  instance,  when  either  party  brings  an  issue  to  the  U.N.  be- 
cause it  is  threatening  peace  and  stability  in  some  way,  but  we  are 
not  specifically  involved  with  the  peace  talks  as  they  are  described. 

Mr.  Yates.  Thank  you,  Mr.  Chairman.  Thank  you,  Madam  Sec- 
retary. 

Mr.  Callahan.  Mr.  Packard,  if  it  is  all  right,  unless  you  want 
to  be  very  brief,  I  am  getting  tired  of  rushing  over  there  and  rush- 


149 

ing  back  and  looking  at  that  clock.  At  no  later  than  the  second  bell 
we  are  going  to  recess  for  10  minutes  so  all  of  us  can  go  vote  and 
come  back. 

Mr.  Packard.  If  you  wish  to  do  it  now,  it  is  fine  with  me. 

Mr.  Callahan.  You  want  to  do  that  now. 

Mr.  Packard.  That  is  fine  with  me. 

Mr.  Callahan.  Then  the  committee  will  be  in  recess  until  11 
o'clock. 

[Brief  Recess.] 

KOREAN  ECONOMIC  DEVELOPMENT  ORGANIZATION 

Mr.  Callahan.  We  will  call  the  committee  back  into  session,  and 
I  think  Mr.  Packard  is  up  next;  is  that  not  right?  He  is  not  here. 
As  soon  as  he  gets  here  we  will  go  directly  to  Mr.  Packard  or  any- 
one else  who  comes. 

While  we  are  waiting,  let's  talk  about  the  Korean  Economic  De- 
velopment Organization.  As  I  understand  it,  the  total  cost  of  sup- 
plying the  two  light  water  nuclear  reactors  to  North  Korea  is  over 
$4  billion,  Mr.  Bennett.  And,  in  addition,  the  organization  will  be 
responsible  for  supplying  500,000  metric  tons  of  heavy  fuel  oil  to 
North  Korea  at  a  cost  of  approximately  $50  million  per  year. 

Finally,  I  think  we  will  be  responsible  for  safely  disposing  of  50 
tons  of  spent  nuclear  fuel.  What  will  be  the  United  States  share  of 
these  costs  of  the  KEDO  proposition? 

Mr.  Bennett.  Mr.  Chairman,  the  U.S.  share  of  the  whole  enter- 
prise, of  course,  is  not  known  yet.  As  you  are  aware,  we  believe 
other  nations  will  contribute  far  and  away  the  largest  portion  of 
the  cost  of  the  light  water  reactors.  The  request  before  you  in  the 
IO&P  program  this  year  is  for  $22  million,  and  that  will  be  the 
U.S.  share  of  an  as-yet  undetermined  budget.  There  have  been  con- 
tributions announced  by  other  countries. 

Mr.  Callahan.  Has  North  Korea  agreed  to  allow  South  Korea  to 
supply  the  light  water  reactors  for  this  project? 

Mr.  Bennett.  That  is  still  under  negotiation. 

Mr.  Callahan.  If  they  do  not,  then  I  can  assume  we  will  not 
need  this  $22  million? 

Mr.  Bennett.  Well,  we  are  very  hopeful  that  the  agreement  that 
had  been  reached  can  go  forward  because  of  the  enormous  down- 
side costs  of  a  nuclear  race  and  a  potential  war.  So  we  are  pressing 
ahead  as  hard  as  we  can  toward  an  agreement. 

Mr.  Callahan.  Current  U.S.  law  prohibits  any  assistance  to 
North  Korea.  Now,  can  this  funding  be  provided  to  the  organiza- 
tion— is  this  consistent  with  law,  if  we  fund  this,  since  the  law  says 
we  cannot  give  any  assistance  to  North  Korea? 

Mr.  Bennett.  Congress  would  have  to  act  to  make  that  assist- 
ance consistent  with  the  existing  law,  or  there  is  authority  in  the 
Foreign  Assistance  Act  whereby  the  President  can  make  a  finding 
that  it  is  in  the  national  interest  to  provide  such  assistance.  It 
would  certainly  not  be  the  administration's  intent  to  use  the  latter. 

Mr.  Callahan.  Well,  I  understand,  but  it  is  funding  of  $22  mil- 
lion to  KEDO,  is  this  consistent?  Are  we  violating  U.S.  law  by 
funding  KEDO? 

Mr.  Bennett.  The  administration's  budget  submission  this  year 
deletes  all  such  prohibitions,  as  is  always  the  case.  The  executive 
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branch  always  proposes  the  deletion.  I  believe  that  the  prohibition 
to  which  you  are  referring  on  assistance  to  North  Korea  would  be 
deleted  along  with  others  if  Congress  accepts  the  President's  budg- 
et proposal. 

You  are  exactly  right  that  there  is  a  prohibition  that  would  pro- 
hibit this  otherwise. 

Mr.  Callahan.  So  what  you  are  saying  is  if  we  are  going  to  fund 
KEDO,  as  per  the  President's  request,  that  we  should  have  lan- 
guage in  the  appropriation  bill  which  changes  the  law  with  respect 
to  the  prohibition  against  North  Korea? 

Mr.  Bennett.  I  believe  that  by  merely  omitting  the  existing  pro- 
hibition you  would  achieve  that  objective. 

Mr.  Callahan.  Okay.  Mr.  Packard. 

INTELLIGENCE  INFORMATION 

Mr.  Packard.  Thank  you,  Mr.  Chairman.  Welcome,  Madam  Am- 
bassador. 

Ambassador  Albright,  there  have  been  recent  newspaper  articles 
that  indicate  that  there  has  been  a  breach  of  security  over  the  han- 
dling of  classified  U.S.  information  and  intelligence  documents,  by 
the  U.N.  and  I  am  concerned  as  to  what  that  may  do  to  the  protec- 
tion of  our  U.N.  peacekeeping  forces — U.S.  commitments  and  U.S. 
troops  serving  in  peacekeeping  missions. 

What  assurances  do  you  have  that  these  security  breaches  of 
classified  intelligence  information  by  the  U.N.  would  not  continue 
and,  also,  should  we  reconsider  our  supplying  classified  information 
to  the  U.N.? 

Ambassador  Albright.  Let  me  say,  Congressman  Packard,  we 
are  ourselves  taking  this  matter  very,  very  seriously  because  it 
does,  in  fact,  involve  handling  of  intelligence  information.  So  there 
obviously  are  also  limits  to  what  I  can  say  in  an  open  session.  And 
it  is  regrettable  that  someone  with  whom  information  concerning 
these  matters  was  entrusted  saw  fit  to  disclose  it  to  the  media. 

The  fact  is  that  at  this  point  we  do  not  know  all  the  facts,  and 
when  we  have  all  the  facts,  we  will  take  the  appropriate  action.  I 
can  confirm  that  DOD  is  investigating  reports  from  U.S.  officials 
formerly  in  Somalia  that,  potentially,  U.S.  Government  origin  ma- 
terials were  left  in  some  unlocked  boxes  within  the  UNOSOM  con- 
trolled area  of  Mogadishu,  but  there  is  no  evidence  at  all  that  the 
information  itself  was  compromised. 

But  let  me  on  the  general  issue  here  say  that  investigations  are 
going  forward  by  ourselves  as  well  as  by  the  U.N.,  and  on  the  ques- 
tion of  should  we  not  provide  information,  let  me  explain  why  it  is 
that  we  do  provide  it. 

This  has  to  do  a  lot  with  the  question  of  how  generally  the  U.S. 
has  been  trying  to  make  peacekeeping  be  a  useful  tool.  I  think  if 
there  were  a  theme  to  what  we  have  been  trying  to  do  in  the  last 
couple  of  years,  it  is  to  try  to  make  peacekeeping  a  useful  tool  for 
the  United  States  and,  therefore,  for  the  world  community,  and  it 
has  had  to  do — we  have  had  a  lot  of  work  with  the  peacekeeping 
department  at  the  U.N.  to  make  sure  that  they  are  more  profes- 
sional. We  have  helped  in  terms  of  describing  to  them  how  they 
could  be  organized  in  a  way  that  made  more  sense  so  that  if  in  fact 
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it  was  going  to  serve  as  a  global  911  that  they  would  actually  be 
able  to  carry  out  their  duties  properly. 

The  reason  that  we  believe  the  U.N.  needs  additional  intelligence 
and  information  is,  one,  in  order  to  save  the  lives  of  peacekeepers. 
The  other  is  to  help  us  with  the  sanctions  operations  that  we  un- 
dertake. The  third  reason  is  that  they  can,  in  fact,  also — we  need 
to  know  about  refugee  flows.  These  are  issues  that  the  U.N.  is 
working  with  us,  and  we  with  the  U.N.,  and,  therefore,  a  certain 
amount  of  intelligence  is  very  important  for  that. 

But  let  me  assure  you  that  at  any  stage  where  the  risks  out- 
weigh the  benefits,  we  will  not  do  it.  So  we  are  investigating  this 
very  carefully. 

Mr.  Packard.  How  many  days  were  the  boxes  left  unattended? 

Ambassador  Albright.  I  am  not  sure. 

Mr.  Packard.  Would  you  provide  this  committee  with  your  find- 
ings once  you  have  finished  your  investigation? 

Ambassador  Albright.  Of  course.  And  we  would  be  very  happy 
to  brief  in  a  closed  session. 

Mr.  Packard.  Thank  you  very  much  on  that. 

[The  information  follows:] 

Investigation  Into  Handling  of  Restricted  Information  in  Somalia 

On  March  8,  1995,  the  United  States  Central  Command  began  an  investigation 
into  the  possible  compromise  of  U.S.  classified  material  by  UNOSOM  forces.  The  re- 
sults of  the  investigation  will  be  transmitted  to  the  appropriate  Committees  of  Con- 
gress as  soon  as  they  are  available. 

BUDGET  ASSESSMENTS 

Mr.  Packard.  I  realize  that  Congress'  main  role  in  influencing 
U.N.  peacekeeping  operations  is  through  budget  decisions  that  we 
make  here.  In  times  of  tight  budgeting,  the  Congress  is  under  in- 
creased pressure  to  reduce  the  expenditures  across  the  board.  And 
in  light  of  the  fact  that  this  is  often  our  only  tool  to  influence  our 
peacekeeping  operations,  are  we,  do  you  think,  at  the  level  of  con- 
tribution to  the  U.N.  that  we  should  be  or  should  that  be 
readdressed? 

Ambassador  ALBRIGHT.  On  that  question,  sir,  let  me  say  that  the 
President  has  felt  that  our  assessed  level,  which  has  been  now  as- 
sessed at  31.7  percent,  is  too  high.  And  he  had  a  number  of  times 
in  appearances  at  the  U.N.,  and  also  through  statements  that  I 
have  made,  said  that  our  contribution  had  to  be  lowered  to  25  per- 
cent. Those  assessments  are  set  according  to  a  variety  of  formulae, 
and,  theoretically,  should  be  agreed  to  by  other  members. 

We  already  do  not  pay  the  31.7  because  of  certain  policy  reasons, 
so  we  pay  30.4.  But  as  of  October,  because  of  legislation,  we  will 
be  paying  only  25  percent  of  peacekeeping  operations,  a  decision  we 
are  taking  unilaterally. 

Other  members  of  the  U.N.  are  quite  concerned  about  this  and 
are  worried  that  we  are  creating  a  train  wreck  up  there.  We  are 
trying  to  avoid  that  train  wreck  by  working  with  other  members 
of  the  U.N.  to  rework  the  formulas  so  that  others  can  pick  up  the 
slack.  But  as  of  October  1,  we  will  only  be  paying  25  percent,  hav- 
ing already  dropped  from  the  31  to  30,  we  saved  $100  million  we 
will  save  another  200  million  in  this  particular  way. 
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Mr.  Packard.  Historically,  the  25  percent  was  what  I  understood 
we  had  in  years  past  contributed  and  some  of  us  were  even  con- 
cerned at  that  level,  but  certainly  if  it  sped  up  to  31  percent  or 
even  30  percent  I  would  applaud  you  for  bringing  it  down  to  25. 

In  view  of  that,  I  suspect  even  at  25  percent  we  may  be  able  to 
justify  an  increased  role  for  Congress  in  decision  making.  I  assume, 
certainly  at  31  percent,  Congress,  could  justify  having  a  larger  role 
in  the  decision-making  process  regarding  the  peacekeeping  oper- 
ations. 

Ambassador  Albright.  Excuse  me? 

CONGRESS'  ROLE  IN  PEACEKEEPING  OPERATIONS 

Mr.  Packard.  Do  you  have  a  comment  on  whether  Congress  it- 
self could  and  should  have  a  larger  role  in  the  decision  making 
process  regarding  peacekeeping  operations? 

Ambassador  ALBRIGHT.  May  I  say  this.  I,  having  worked  in  Con- 
gress myself  on  the  Senate  side  for  a  number  of  years,  and  also 
someone  who  believes  in  executive  legislative  cooperation  on  this 
subject,  I  do  think  that  the  Congress  has  a  role  to  play.  It  was 
under  my  aegis  that  we  began  a  process  whereby  we  briefed  the 
Congress  once  a  month  on  the  programs  of  the  Security  Council, 
a  great  deal  of  which  has  to  do  with  peacekeeping  operations. 

And  we  also  are  now  suggesting  that  there  be  some  type  of  con- 
sultative mechanism  between  the  administration  and  the  legisla- 
tive branch  on  an  ongoing  basis  about  how  peacekeeping  operations 
are  undertaken.  I  think  we  are  all  open  to  suggestions  on  that  as 
to  how  it  should  be  handled.  But,  clearly,  the  Congress  plays  a  role. 

I  have  extended  an  invitation  to  any  number  of  colleagues  in 
Congress  to  come  up  and  see  how  the  whole  thing  works,  to  go  with 
me  when  I  go  and  inspect  peacekeeping  operations.  So  I  think 
there  are  a  number  of  ways  that  it  is  very  useful  to  have  congres- 
sional cooperation  and  to  work  with  us  on  it. 

Mr.  Packard.  Mr.  Chairman,  may  I  ask  one  question  of  Mr.  Ben- 
nett? 

Mr.  Callahan.  Yes. 

U.N.  POPULATION  FUNDS 

Mr.  Packard.  Regarding  U.N.  population  funds,  I  was  not  in- 
volved in  the  last  year's  bill,  having  not  served  on  this  subcommit- 
tee, but  I  do  note  that  the  administration  was  to  submit  a  report 
to  the  subcommittee  by  the  fifteenth  of  February  indicating  how 
much  the  UNFPA,  the  population  fund,  is  budgeting  for  China. 

I  have  been  to  China  and  I  am  aware  of  their  family  planning 
problems,  and  I  would  like  to  know,  first  of  all,  if  that  report  is 
coming  out,  or  if  it  has  come  out,  what  it  says  in  regard  to  the  fam- 
ily planning  practices  in  China  and  what  level  of  budgeting  we  are 
providing  for  China  in  population  funds. 

Mr.  Bennett.  Congressman,  I  cannot  give  you  an  answer  on  the 
report,  although  I  remember  seeing  it.  I  hope  we  have  not  missed 
a  deadline  on  that  report. 

Mr.  Packard.  Would  you  provide  for  the 

Mr.  Bennett.  The  report  has  been  submitted. 

Mr.  Packard.  It  has  been  submitted. 

Mr.  Bennett.  I  will  see  you  get  a  copy  of  it. 
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Mr.  Packard.  Thank  you. 

Mr.  Bennett.  And  I  guess  that  will  answer  the  rest  of  the  ques- 
tion. 

Mr.  Packard.  It  will  and  I  will  review  that  and 

Mr.  Bennett.  I  might  say  the  UNFPA  program  in  China  ends 
in  1995.  We  do  not  know  whether  they  will  continue  the  program 
in  China  or  not.  We  are  evaluating  that  very  closely. 

Mr.  Packard.  Do  you  have  a  feeling  as  to  its  success  at  this 
point? 

Mr.  Bennett.  I  don't. 

Mr.  Packard.  Okay.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  We  have  a  copy  of  the  report.  It  is  a  one-page  re- 
port, but  we  will  furnish  it  to  you. 

Mr.  Packard.  Okay,  thank  you. 

Mr.  Callahan.  The  gentlelady  from  California. 

Ms.  Pelosi.  Thank  you  very  much,  Mr.  Chairman.  First,  I  want 
to  thank  you  for  holding  this  hearing  and  inviting  the  Ambassador 
and  Secretary  to  testify  on  this  very  important  issue. 

While  we  all  reserve  the  right  to  question  our  policy  and  the  im- 
plementation thereof  and  how  our  relationship  with  the  U.N.  is 
working  out,  I  think  we  must  always  remember  the  importance  of 
the  leadership  role  that  we  have  in  this  country.  I  think  it  was  very 
important,  Madam  Ambassador — and  welcome  to  you  and  the  Sec- 
retary— that  you  restated  for  the  record  very  clearly  Chairman  of 
the  Joint  Chiefs  of  Staff,  General  Shalikashvili's  statement  about 
our  troops  under  operational  control.  Otherwise,  we  will  either 
have  to  do  everything  in  the  world  or  we  can  do  nothing  in  the 
world.  I  do  not  think  that  we  can  abandon  our  responsibilities. 

In  that  regard,  I  think  it  would  be  good  for  you,  Madam  Ambas- 
sador, to  put  on  the  record  why  it  is  in  our  national  interest  for 
us  to  play  the  role  that  we  do  at  the  U.N.  and  what  the  benefit 
is  to  our  national  security. 

Ambassador  Albright.  Yes.  Thank  you  very  much.  I  think  that 
what  we  have  heard  a  great  deal  about,  I  think,  is  a  false  choice; 
that  we  either  have  to  do  everything  ourselves  or  do  it  through  the 
U.N.  I  think  that  the  issue  here  is  that  there  are  a  number  of  pol- 
icy issues  which  are  of  vital  national  interest  to  the  United  States 
where  we  will  never  hesitate  to  act  alone;  where  we  will  commit 
our  forces  and  be  resolute  in  defending  our  vital  national  interests. 

There  are  times,  however,  where  there  are  issues  that  are  of 
great  importance  to  us,  either  because  they  are  creating  instability 
in  a  particular  region  or  there  is  a  humanitarian  interest  of  such 
large  proportions  that  it  becomes  a  national  interest.  And  in  that 
regard,  we  then  are  able  to  call  on  the  rest  of  the  international 
community  to  share  the  cost  and  to  carry  the  burden  with  us  in 
terms  of  the  risks  of  lives. 

I  think  the  word  "multilateral"  turns  out  to  be  a  bad  word.  It  has 
too  many  syllables  in  it,  it  has  some  Latin,  and  when  it  is 
multilateralism  it  has  an  "ism"  at  the  end.  So  it  is  something  that 
people  are  recoiling  from.  I  think  it  ought  to  just  be  very  plainly 
said  to  the  American  people  that  it  is  a  way  for  us  to  share  the 
burden  or  have  others  share  the  burden  with  us. 

In  peacekeeping  operations,  for  instance,  where  we  consider  them 
important  on  issues  where  there  might  be  an  outbreak  of  war  at 
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any  given  time  because  the  peacekeepers  are  able  to  keep  people 
apart,  Cyprus,  the  Middle  East,  India  and  Pakistan,  instead  of  pay- 
ing 100  percent  of  those  costs,  we  pay  only  30  percent,  and  we  will 
be  paying  25  percent.  Somebody  else  is  picking  up  much  of  the  bur- 
den. 

As  I  mentioned  to  Congressman  Wilson,  other  countries  are  con- 
tributing— 62,000  other  troops  in  these  peacekeeping  operations.  So 
it  is  a  way,  I  think,  for  the  United  States  in  its  leadership  role  to 
take  the  lead  in  getting  multinational  groups  to  help  us.  To  me,  it 
is  a  very,  very  good  deal  for  the  American  people.  And  in  that  I 
am  supported  by  such  eminent  people  as  Secretary  Baker  who 
thinks  that  peacekeeping  is  a  pretty  good  buy  for  the  U.S. 

Ms.  PELOSI.  Thank  you,  Madam  Secretary.  I  knew  that  the  U.N. 
was  growing  but  I  didn't  know  it  had  grown  to  that  extent. 

Ambassador  Albright.  Actually,  185  countries. 

Ms.  Pelosi.  Sounds  like  an  awful  lot  to  those  of  us  who  studied 
about  the  U.N.  in  college.  Even  at  this  point,  that  is  remarkable. 

HUMAN  RIGHTS  IN  CHINA 

I  want  to  refer  to  a  comment  that  you  made  earlier  that  we  have 
humanitarian  responsibilities,  or  at  least  we  want  to  help,  but  we 
cannot  always  predict  genocide  or  some  of  the  humanitarian  disas- 
ters that  occur  in  the  world.  We  cannot  maybe  predict  them  specifi- 
cally, but  I,  and  some  of  my  colleagues  on  this  committee,  have 
been  strong  proponents  for  human  rights  because  we  believe  that 
when  there  is  respect  for  human  rights  and  respect  for  ethnic  mi- 
norities that  are  multilaterally  supported  and  recognized,  then  we 
can  avoid  some  of  the  genocide  and  some  of  the  refugees  and  the 
starvation  and  all  the  rest  that  goes  with  it. 

And  I  want  to  lead  into  and  to  say  how  pleased  I  was,  that  you, 
in  your  role  as  Ambassador,  and  Geraldine  Ferraro  and  her  team 
at  the  U.N.  Human  Rights  Commission  worked  so  hard  to  try  to 
get  the  human  rights  resolution  passed  on  China.  We  did  not  suc- 
ceed, but  I  think  that  your  effort  was  a  valiant  one  and  at  least 
it  was  considered. 

I  would  comment,  though,  Madam  Ambassador,  that  Li  Peng  and 
the  leadership  of  the  Chinese  regime  were  lobbying  many  of  the 
countries  on  the  U.N.  Commission  using  all  the  economic  leverage 
of  trade  and  aid  with  threats  and  the  rest.  They  say  they  don't  be- 
lieve in  trade  leverage  but  nonetheless  used  it,  and  I  just  wondered 
if  you  got  the  kind  of  support  you  should  have  from  Washington, 
D.C. 

It  was  a  particular  disappointment  when  the  vote  was  this  close. 
It  was  one  vote.  That  Russia  and  Mexico  did  not  see  fit  to  identify 
with  the  goals  of  the  United  States,  after  we  had  been  so  generous 
to  them,  while  the  Chinese,  of  course,  were,  as  I  say,  using  any  aid 
or  trade  considerations  with  some  of  the  smaller  countries  and 
frightening  them. 

So  if  you  want  to  comment  on  that  and  then  I  will  move  to  an- 
other question. 

Ambassador  Albright.  Thank  you  very  much.  I  do  think  that 
something  that  was  not  given  enough  publicity,  frankly,  was  the 
fact  that  this  got  to  be  discussed  at  all  at  the  Human  Rights  Com- 
mission. There  is  a  mechanism  within  the  U.N.  operation  which  is 
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countries  trying  to  get  a  no-action  on  a  particular  resolution,  and 
the  Chinese  in  the  past  have  succeeded  in  having  a  no-action  on 
this  so  that  the  issue  of  human  rights  in  China  was  never  even  dis- 
cussed. 

I  think  it  was  a  major  victory  for  us  that  we  were  able  to  get  ac- 
tion on  the  resolution.  And  I  think  that  was  underestimated  in  the 
reporting  on  it. 

I  do  think  that  the  lobbying  was  very  tough.  We  did  an  awful  lot 
ourselves,  and  there  was  a  great  deal  of  support.  The  whole  team 
worked  on  this.  And,  frankly,  the  Russians  what  they  did  was  they 
supported  us  on  the  no-action  and  then  opposed  us  on  the  vote  it- 
self, which  I  guess  is  a  way  to  square  the  circle.  But  I  do  think  that 
we  did  lobby  very,  very  hard  and  we  came  very,  very  close  and,  ob- 
viously, we  are  disappointed  that  the  countries  that  did  not  vote 
with  us  took  that  position. 

Ms.  Pelosi.  Well,  I  would  like  to  reiterate  what  I  said  last  year, 
which  is  that  I  question  the  Commission,  the  leadership  of  the 
Commission  or  the  staff  of  the  Commission.  I  believe  it  has  become 
highly  politicized,  and  I  don't  want  to  take  any  more  of  my  time 
on  this,  but  I  would  like  to  just  put  on  the  record  my  real  doubts 
about  its  ability  to  accomplish  anything.  When  countries  which  are 
abusing  the  rights  of  their  own  people  will  vote  with  China,  of 
course,  and  China  is  using  economic  leverage  on  the  other  coun- 
tries, there  will  be  a  conspiracy  against  any  human  rights  progress 
coming  from  that  Commission. 

BEIJING  CONFERENCE 

I  want  to  move  on  to  the  Beijing  conference.  I  understand  you 
will  be  heading  a  U.S.  delegation,  and  I  think  that  is  great,  a  per- 
son of  your  standing  in  the  diplomatic  community  to  head  the  dele- 
gation is  excellent.  There  is  a  great  deal  of  interest  from  the 
women  Members  of  Congress  to  be  a  part  of — I  don't  want  to  say 
official  delegation,  but  to  be  present  at  the  conference. 

I  believe,  as  do  many  of  them,  that  this  conference  should  be 
open  to  as  many  NGOs  as  other  U.N.-sponsored  conferences  have 
been.  I  understand  that  the  State  Department  earlier  this  month 
issued  a  demarche  against  the  U.N.  Conference  Secretariat  to  re- 
lease the  list  of  NGOs  denied  accreditation  to  the  Congress  along 
with  the  reasons  for  such  denial.  I  know  that  some,  including  six 
Tibet-related  NGOs  that  have  met  the  four  criteria  for  accredita- 
tion have  been  denied  accreditation  and  have  been  given  no  expla- 
nations. Is  the  United  States  going  to  do  anything  to  appeal  this 
decision  by  the  U.N.? 

Ambassador  Albright.  We  have  been,  obviously,  working  very 
closely  with  the  NGOs  in  order  to  make  sure  what  you  are  talking 
about  does  not  stay  as  a  done  deal.  We  are — in  working,  we  have 
worked  with  the  Secretariat  and  made  very  clear  our  desire  to  see 
the  NGOs  accredited  and  we  will  pursue  that. 

Ms.  Pelosi.  I  appreciate  that,  given  the  Chinese  Government 
record  for  interfering  with  the  freedom  of  association. 

Mr.  Chairman,  I  did  have  some  other  questions  about  inter- 
national AIDS  issues,  but  I  will  submit  them  for  the  record  in  the 
interest  of  time.  And  once  again,  Madam  Ambassador,  Mr.  Sec- 
retary, thank  you  for  your  testimony. 
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Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  I  thank  the  gentlelady. 

Mr.  Knollenberg. 

HAITI 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman,  Madam  Ambas- 
sador, Secretary  Bennett. 

A  couple  of  quick  points,  and  I  know  what  we  are  about  here 
goes  beyond  just  finding  reductions  in  this  budget,  and  I  know  I 
heard  you  mention,  Madam  Ambassador,  that — or  if  you  did  not 
mention  it  I  read  it.  Maybe  I  am  attributing  it  to  your  written  tes- 
timony but  you  had  said  something  about  participating  in  the  res- 
toration of  democracy  for  Haiti. 

Some  of  us,  myself  included,  have  very  strong  opposition  to  our 
entrance  in  Haiti,  because  we  did  not  see  that  our  vital  interests 
were  actually  being  challenged  down  there.  But  that  is  not  the 
point  of  my  question  here.  Maybe  most  of  it  will  have  to  do  with 
Secretary  Bennett. 

I  am  concerned  about  the  way  in  which  we  have  moved  into 
Haiti  and  the  consequences  of  that,  which  are  yet  to  be  defined,  ob- 
viously, entirely.  I  do  have  some  concerns  specifically  about  the 
budget,  and  I  think,  Mr.  Secretary,  you  might  be  the  one  to  re- 
spond to  this. 

In  looking  at  money  it  seems  to  me  that  the  budget  has  increased 
pretty  dramatically,  particularly  as  it  applies  to  the  IO&P,  and 
when  it  comes  to  promoting  democracy.  I  think  that  is  one  of  the 
problems  I  have  with  Haiti.  I  believe  you  cannot  restore  something 
that  is  not  there  and  I  don't  believe  it  ever  was  there  and  many 
of  us  in  Congress  do  not  believe  it  was  either. 

BUDGET  REQUEST 

But  we  look  at  your  budget,  if  I  am  doing  this  right,  and  tell  me 
if  I  am  not,  I  think  your  budget  has  risen,  the  one  you  are  promot- 
ing for  1996,  you  are  requesting  $425  million  for  the  IO&P  account, 
$355  of  which  is  for  the  programs  that — I  am  looking  on  page  2, 
incidentally,  of  your  written  testimony — $355  million  is  for  pro- 
grams that  promote  sustainable  development,  $65  million  for  pro- 
moting peace  through  the  two  nonproliferation  programs.  That  is 
an  increase  of  $40  million  to  $65  million.  And  the  overall  budget 
of  $355  million  was,  I  think,  increased  from  $330.  These  are  large 
increases. 

One  little  point,  too,  I  might  add,  is  that  nearly  four-fifths  of  that 
entire  budget  goes  to  three  agencies,  UNDP,  UNICEF,  and 
UNFPA.  There  is  a  tiny  amount,  I  think  $4.6  million,  that  goes  to 
the  programs  that  build  democracy. 

Can  you  tell  me  which  groups  those  are;  and  you  can  also  tell 
me  what  success  that  you  have  been  able  to  monitor  from  those 
three  programs. 

Ambassador  Albright.  Could  I  just 

Mr.  Knollenberg.  Actually,  it  may  be  more  than  three.  It  is  a 
number  of  smaller  agencies.  You  are  certainly  free 
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Ambassador  Albright.  If  I  can  just  do  a  general  overview  in 
terms  of  the  interests  there  and  then  have  Secretary  Bennett  pick 
up. 

I  think  that,  from  our  perspective,  what  was  going  on  in  Haiti 
was  detrimental  to  U.S.  national  interest  in  the  following  way: 

I  think  that  we  were  not  just  concerned  about  the  refugees,  the 
boat  people  for  humanitarian  reasons,  but  also  because  of  the  im- 
pact that  it  was  having  on  some  of  our  southern  States  and  gen- 
erally a  way  of  life  that  the  United  States  believed  in.  We  did  con- 
sider— and  that  it  had  potential  of  destabilizing  the  region. 

And  we  do  believe,  and  it  is  a  comment  that  Congresswoman 
Pelosi  made,  is  that  basically  countries  that  have  democracy  and 
human  rights  are  those  that  will  not  then  create  new  problems  for 
the  world  and  are,  obviously,  more  comfortable  for  the  United 
States  to  have  as  neighbors.  So  we  did  and  do  see  it  as  something 
that  was  vital  to  do,  as  far  as  it  was  very  important  for  us  to  do 
as  a  national  interest  issue. 

I  think  the  success  of  the  operation  is  something  that  we  should 
all  be  very  proud  of.  We  managed  to  have  an  entry  into  the  country 
under  nonhostile  circumstances.  Americans  have  done  a  brilliant 
job  there  in  terms  of  the  way  that  our  men  and  women  behaved 
there.  And  on  March  31,  we  will  turn  it  over  to  the  United  Nations. 

I  think  that  we  are  going  to  have  a  textbook  case  here  of  how 
the  U.S.  took  the  lead  and  then  was  able  to  pass  it  to  the  U.N. 
where  we  will  not  be  bearing  the  full  cost,  the  issue  that  we  have 
been  discussing,  and  will  be  paying  25  percent  of  it  starting  in  Oc- 
tober. 

Mr.  Knollenberg.  That  is  when  we  commit  the  2,000  troops  you 
talked  about,  2,000  militia. 

Ambassador  Albright.  We  now  have  troops  there  and  we  will 
draw  those  numbers  down  to 

Mr.  Knollenberg.  But  they  become  a  matter  of  peacekeeping 
only  on  the  conclusion  of  this  current  time  frame;  right? 

Ambassador  Albright.  Excuse  me? 

Mr.  Knollenberg.  For  example,  they  are  not  used  for  peace- 
keeping purposes  now,  in  the  current  situation? 

Ambassador  Albright.  They  are  there  as  a  multinational  force 
as  helping 

Mr.  Knollenberg.  For  the  purposes  of  your  numbers,  of  our  cat- 
egorizing they  then  become  peacekeepers,  they  are  not  now. 

Ambassador  Albright.  They  are  not  now,  correct. 

BUDGET  REQUEST 

Mr.  Knollenberg.  I  appreciate  your  response  on  that.  I  do  want 
to  hear  from  Secretary  Bennett.  What  I  am  really  looking  at  here 
is  it  appears  to  me  the  budget,  percentage  wise,  has  increased  pret- 
ty substantially  for  the  IOP  and  I  am  trying  to  get  a  grip  on  these 
numbers  because  it  looks — and  the  first  question  I  asked  you  had 
to  do  with  $4.6  million.  What  is  that?  To  whom  does  it  go  to  and 
how  successful  is  it? 

Mr.  Bennett.  Let  me  respond  to  the  overall  question  of  the  rea- 
sons for  the  components  of  the  increase,  just  very  briefly.  The  big- 
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gest  element  is  the  addition  of  a  new  thing,  which  the  Chairman 
raised  before,  the  Korean  fund,  that  is  connected  with  the 
denuclearization  agreement.  That  is  a  $22  million  addition.  The  en- 
vironmental programs  go  up  $11.2  million.  There  is  an  additional 
$5  million  for  the  U.N.  Population  Fund  Agency  and  $3  million  for 
the  IAEA,  the  International  Atomic  Energy  Agency,  and  then  other 
increases  spread  throughout. 

Now,  the  $4.6  million  that  you  are  referring  to  is  under  the 
building  democracy  category. 

Mr.  Knollenberg.  Right. 

ORGANIZATION  OF  AMERICAN  STATES 

Mr.  Bennett.  Which  consists  of  very  specific  items  that  are  enu- 
merated. I  think  you  probably  have  the  request  in  front  of  you  so 
I  will  not  bother  to  repeat  them.  The  biggest  increase  there  is  for 
the  Organization  of  American  States  fund  for  strengthening  democ- 
racy. 

Mr.  Knollenberg.  Is  Haiti  part  of  that? 

Mr.  Bennett.  Haiti  does  now  receive  some  benefit  from  the  OAS. 
The  human  rights  monitors  are  paid  for  out  of  the  OAS.  Haiti 
might  get  some  of  that  money. 

Now,  let  me  ask,  to  be  clear  about  whether  I  am  answering  the 
question  you  asked,  is  the  question  about  other  U.N.  agencies  on 
this  list  that  may  also  contribute  to  Haiti. 

Mr.  Knollenberg.  That  would  be  a  question  that,  frankly,  you 
just  suggested  to  me.  It  might  be,  yes. 

Mr.  Bennet.  I  would  be  happy  to  try  to  address  it. 

Mr.  Knollenberg.  I  noticed  that  four-fifths  of  the  total  goes  to 
those  three  large  acronyms. 

U.N.  development  program 

Mr.  Bennet.  Let  me  take  the  U.N.  Development  Program  as  an 
example,  if  I  could,  because  that  is  one  of  the  largest  numbers  here. 
That  is,  if  I  can  hold  up  this  story  board,  the  U.N.  development 
program  is  the  U.N.'s  major  economic  development  instrument,  and 
its  program  focus  is  to  promote  poverty  alleviation,  job  creation,  en- 
vironmental regeneration,  and  the  advancement  of  women.  You  can 
see  other  pieces  of  this. 

When  we  evaluate  how  these  things  work,  we  look  to  see  what 
comes  out.  And  in  this  particular  case,  the  factors  we  take  account 
of  are  how  it  is  doing  administratively.  It  has  reduced  its  head- 
quarters' staff  25  percent  in  the  last  couple  of  years. 

What  comes  back  to  the  United  States?  In  this  case  this  $134 
million  worth  of  orders  to  American  companies  is  just  its  program 
money.  It  does  not  include  another  $130  million  in  salaries  and 
rents  in  New  York.  This  figure  is  very  important.  The  9  to  1  match. 
The  United  States  puts  in  $1  to 

Mr.  Knollenberg.  This  is  leveraging  that  you  are  talking  about. 

Mr.  Bennet.  It  is  a  lot  of  leverage.  The  point  is  we  put  in  $1, 
other  countries  pay  in  nine. 

What  do  they  do,  in  getting  back  to  your  question  about  democra- 
tization. They  do  a  whole  range  of  development  efforts  and  they  try 
to  coordinate  the  development  programs  of  developing  countries. 
Very  hard  work.  But  one  of  the  primary  outcomes  of  that  develop- 
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ment  process  is  democratization.  And  you  can  see  here,  for  exam- 
ple, there  is  Haiti.  You  raised  the  question.  But  the  UNDP  has 
helped  support  elections  in  many  places,  including  Haiti. 

Now  the  portfolio  is  going  to  look  different  in  every  country  be- 
cause it  depends  on  what  the  country  itself  or  its  own  development 
plans  are.  But  the  reason  I  raised  this  for  you  is  that  I  think  this 
is  a  pretty  good  example  of  an  U.N.  operation  with  a  multiplicity 
of  approaches  it  undertakes  but  it  is  focused  on  some  very  clear  ob- 
jectives including  democracy. 

Mr.  Knollenberg.  Sometimes  it  is  hard  for  us  to  get  a  grip 
on 

Mr.  Bennet.  This  is  why  I  thought  this  would  help. 

Mr.  Knollenberg.  It  is  hard  to  get  a  grip  on  the  exact  amount 
of  money  that  will  be  expended  on  behalf  of  Haiti  and  the  so-called 
restoration  of  democracy,  or  the  peacekeeping  for  the  military  com- 
mitment we  have.  I  raised  that  question  particularly  about  devel- 
opment because  I  find  it  extremely,  difficult  to  build  democracies, 
and  if  our  investiture  of  funds  is  too  heavily  concentrated  there  we 
might  find  ourselves  in  difficult  straits. 

I  know  I  am  running  over  my  time  but  it  does  seem  to  me,  and 
in  your  conclusions  you  say  a  strong  case  exists  for  full  funding  for 
each  and  every  one  of  these  programs.  But  I  would  also  remind  you 
that  it  is  an  increase  of,  I  don't  think  that  fast  mathematically,  but 
to  go  from  it  somewhere  in  the  neighborhood  of  20  percent,  isn't  it? 

Mr.  Bennet.  The  reason,  Congressman,  as  we  said  before  is  be- 
cause there  are  some  new  programs  in  there  and  there  are  some 
increases  which  we  would  be  happy  to  talk  about.  In  this  particular 
one  it  is  a  2  percent,  a  little  less  than  2  percent  increase.  And, 
frankly,  that  is  because  this  thing  is  now  run  by  a  very  able  Amer- 
ican, Gus  Speth,  who  is  reforming  it.  It  is  a  gesture  of  support  for 
that  reform  effort. 

Mr.  Knollenberg.  One  thing  you  do  mention  is  that  you  feel 
that  there  is  ample  reason  for  full  funding  on  all  of  these.  You 
could  not  cut  it  even  a  bit? 

Mr.  Bennet.  I  know  that  that  is  the  question  that  is  on  the 
minds  of 

Mr.  Knollenberg.  I  know  you  are  asking- 


Mr.  Bennet  [continuing].  Of  every  appropriator.  My  answer  to 
you  is  this.  I  think  that  the  leverage  factors  here  are  enormously 
significant.  That  9  to  1  figure  is  something  you  will  not  see  on  most 
other  expenditures  that  you  have  to  make.  It  has  to  be  taken  into 
account.  But  even  more  broadly  than  that,  I  believe  that  we  are  at 
a  very  critical  time  when  the  investments  that  the  United  States 
has  made  over  decades,  first  in  the  reconstruction  of  Europe,  in  the 
Middle  East,  in  an  effort  to  get  peace,  in  Asia  where  you  now  have 
economies  that  are  moving  along,  that  that  investment  needs  to  be 
continued  and  focused  in  the  places  where  economic  development 
and  democratization  have  not  gone  forward  in  this,  the  decade  of 
democracy.  If  we  fail  to  press  our  opportunity,  I  think  that  we  are 
missing  a  very  important  bet. 

Mr.  Knollenberg.  I  thank  you  for  your  comments,  Madam  Am- 
bassador. Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  Torres.  Thank  you,  Mr.  Chairman. 
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Good  morning,  Madam  Ambassador,  Mr.  Secretary.  I  appreciate 
very  much  seeing  you  here  today  to  talk  about  the  President's  fiscal 
year  1996  budget  request  for  international  organizations  and  pro- 
grams and  of  course  peacekeeping  operations. 

CROATIA 

I  would  like  to  direct  my  first  question  to  Ambassador  Albright 
on  the  peacekeeping  aspects.  This  Thursday,  as  I  understand,  the 
Croatian  President  will  be  here  to  meet  with  President  Clinton  and 
later  on  in  the  day  with  the  U.N.  General  Secretary,  Mr.  Boutros 
Boutros-Ghali,  to  work  out  details  of  a  continued  U.N.  deployment 
of  troops  in  Croatia.  On  the  other  hand,  yesterday  Secretary  of  De- 
fense Perry  announced  some  U.S.  troops  will  be  sent  temporarily 
to  Croatia  to  aid  in  the  reduction  of  U.N.  peacekeeping  forces  there. 

Can  you  give  us  any  more  details  on  this  effort,  such  as  how 
many  U.S.  troops  and  how  many  other  NATO  troops  will  be  used? 
When  will  they  be  sent  to  Croatia  and  for  how  long  will  they  stay? 
I  hope  in  asking  this  that  I  am  not  requesting  confidential  informa- 
tion that  you  might  want  to  brief  us  on  separately,  but  as  an  open 
question  that  has  been  much  in  the  press  already. 

Ambassador  Albright.  Yes,  Congressman.  Let  me  give  a  little 
bit  of  background  here  that  I  think  will  assist  all  of  us. 

First  of  all,  we  know  that  the  Croatians  have  had  questions 
about  what  UNPROFOR  was  doing  in  Croatia  and  President 
Tudjman  had  specifically  said  that  UNPROFOR,  the  U.N.  oper- 
ation in  the  former  Yugoslavia,  had  to  terminate  its  mandate  there. 
We  felt  that  it  would  be  a  very  serious  and  bad  step  if  that  were 
to  happen,  believing  that  it  might,  in  fact,  lead  to  full-scale  fighting 
between  the  Croatians  and  the  so-called  Krajina  Serbs.  And 
worked  very  hard  to  persuade  President  Tudjman  to  make  a  dif- 
ferent decision  about  it. 

As  a  result,  I  think  of  excellent  diplomatic  activity  by  Assistant 
Secretary  Holbrooke.  What  happened  was  that  President  Tudjman 
agreed  that  it  would  be  agreeable  to  him  and  to  the  people  of  Cro- 
atia that  there  be  a  new  United  Nations  mandate  for  a  force  in 
Croatia,  and  that  that — and  he  made  that  statement  with  Vice 
President  Gore,  who  was  able  actually  to  negotiate  the  final  aspects 
of  this  in  Copenhagen  over  the  weekend,  that  there  would  be  a 
force  in  Croatia  that  would  monitor  the  cessation  of  hostilities  be- 
tween the  Croats  and  the  Krajina  Serbs  and  also  that  there  would 
be  a  force  on  the  border  between  Croatia  and  the  former  Yugo- 
slavia. 

We  are  in  the  process  right  now  at  the  U.N.  to  create  the  man- 
date for  this  new  way  of  doing  things,  and  I  cannot  give  you — we 
are  just  in  the  process  of  negotiating.  We  hope  to  have  this  done 
by  March  31,  which  is  the  time  that  the  UNPROFOR  mandate  ex- 
pires, and  we  are  looking  at  a  force  that  would  be  of  the  appro- 
priate size  to  deal  with  the  task  ahead  of  it  and  also  not  disrupt 
the  operations  in  Bosnia  and  Macedonia. 

We  are  looking  at  various  elements  of  how  the  international  com- 
munity, whether  it  is  through  NATO  or  the  U.N.,  can  assist  in  this, 
and  the  comments  that  Secretary  Perry  was  making  was  that 
NATO  is  looking  at  the  possibility  of  some  kind  of  a  communica- 
tions unit  within  a  new  mandate. 
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Mr.  TORRES.  An  American  communication  unit? 

Ambassador  Albright.  A  communications  unit  that  might  have 
some  Americans  in  it. 

Mr.  Torres.  I  see. 

Ambassador  Albright.  But  the  decision  to  deploy  has  not  been 
made.  And,  obviously,  there  will  be  very  close  consultation  with  all 
of  you  as  this  goes  forward.  But  it  is  very  much  a  work  in  progress. 

BOSNIA 

Mr.  Torres.  You  mentioned  Bosnia  in  passing.  Do  you  foresee 
the  same  situation  taking  place  there  in  a  U.N.  withdrawal  proc- 
ess? 

Ambassador  Albright.  Well,  we  are  hoping  that  that  will  not 
happen,  because  we  believe  that  it  is  important  to  keep  an  U.N. 
presence  in  Bosnia,  in  that  at  the  same  time  that  we  will  be  talk- 
ing about  this  we  will  be  renewing  the  mandate  for  UNPROFOR 
in  Bosnia. 

But  that  situation  there,  as  you  know,  is  in  a  very  delicate  diplo- 
matic stage  and  we  are  hoping  that  the  cessation  of  hostilities, 
which  runs  out  at  the  end  of  April,  that  we  still  have  a  narrow  win- 
dow here  to  try  to  move  the  process  forward  through  diplomatic 
means. 

Mr.  Torres.  Thank  you. 

U.N.  CAPITAL  DEVELOPMENT  FUND 

Let  me  raise  a  question  with  Secretary  Bennet.  As  you  have 
heard  this  morning  here,  there  has  been  much  discussion  about 
budget,  both  escalating  costs  and  reducing  of  costs.  I  can  say  that 
we  all  agree  that  we  ought  to  be  reducing  costs  at  a  time  when  we 
have  diminishing  resources,  but  it  seems  sometimes  that  our  prior- 
ities are  skewed  in  another  way.  We  sometimes  sort  of  act  on  the 
penny-wise-pound-foolish  approach.  Let  me  give  you  an  example. 
The  United  Nations  Capital  Development  Fund.  You  spent  quite  a 
while  there  talking  to  my  colleague  about  the  U.N.  development 
fund  and  how  that  is  working  and  its  process  but  let  me  talk  about 
the  capital  development  fund. 

I  understand  the  UNCDF  works  in  remote  areas  of  very  poor 
countries,  in  countries  that  is,  where  few  other  outsiders  operate. 
The  agency  provides  local  authorities  and  communities  with  infra- 
structure and  very  scarce  capital  grants  to  really  make  a  dent  in 
poverty,  and  permanent  change  for  the  better  at  the  grass  roots 
level,  perhaps  even  democratization  as  you  so  eloquently  spoke 
about. 

The  fund  stimulates  the  development  of  microenterprises 
through  commercial  lending  and  guarantee  schemes  where  no  one 
else  will  do  this.  No  one  else.  Now,  UNCDF  is  noted,  and  I  hear 
this  all  the  time,  for  its  efficiency,  for  being  very  effective,  for  low 
overheads  and  on  average  over  the  last  few  years  has  contracted 
with  U.S.  firms  at  the  rate  of  three  times  that  of  the  U.S.  Govern- 
ment's contribution. 

So  my  question,  Mr.  Secretary,  in  light  of  all  this,  what  is  your 
position  on  this  valuable  program?  I  believe  it  is  a  very  valuable 
program  and  why  has  the  U.S.  Government  funding  for  UNCDF 
been  reduced?  We  are  talking — I  agree  we  should  be  reducing  pro- 
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grams,  but  why  at  such  a  large  reduction?  Why  don't  we  even  talk 
about  maybe  keeping  it  at  a  continuing  level? 

Mr.  Bennett.  Congressman,  I  very  much  appreciate  the  question 
and  we  very  much  share  your  view  about  the  value  of  this  pro- 

fram.  The  size  of  the  reduction  from  1994  to  1996  would  be  from 
3  million  to  $1  million. 

This  was  the  result  of  a  lot  of  soul  searching.  And  what  we  did, 
in  effect,  was  move  that  $2  million  difference  up  into  the  UNDP 
line.  You  see  the  UNDP  goes  from  116  to  118  in  1996.  I  am  not 
sure  it  is  a  perfect  solution,  but  we  were  influenced  by  the  fact  that 
that  fund,  the  U.N.  capital  development  fund  to  which  you  refer, 
has  very  large  contributions  from  others.  It  is  about  a  $30  million 
fund  and  other  countries  contribute  a  lot  more  than  we  do.  We 
think  their  funds,  in  other  words,  will  go  forward  and,  for  a  variety 
of  reasons,  decided  that  putting  the  $2  million  in  the  UNDP  would 
not  kill  the  fund  and  would  help  UNDP  in  an  important  way.  It 
was  a  very  tough  choice  and  I  appreciate  the  committee. 

Mr.  Torres.  Thank  you.  You  are  fixed  on  this  now?  There  is  no 
room  for  adjustment  or  flexibility  in  this  situation? 

UNITED  NATIONS  DEVELOPMENT  PROGRAM 

Mr.  BENNETT.  Obviously,  we  would  be  guided  by  the  committee's 
views,  I  think.  As  we  go  through  the  legislative  process,  we  need 
to  look  at  it.  The  offsetting  consideration  of  UNDP,  is  there  is  a  re- 
form process  going  on  in  UNDP  itself,  and  we  wanted  to  signal 
American  support  for  that.  So  we  made  a  small  increase  in  the 
UNDP  funding  in  recognition  of  the  reduction  of  headquarters  staff 
and  the  amount  of  leverage  attained  from  this  account. 

Mr.  Torres.  So,  in  essence,  we  have  not  really  reduced  any  budg- 
et  

Mr.  BENNETT.  We  have  not  reduced  UNDP's  capability.  We  have, 
however,  which  goes  back  to  your  original  point,  we  have  shifted 
funds  out  of  the  very  flexible  fund  that  has  been  valuable  in  rural 
areas  and  showing  some  jump  starts  that  are  very  important  at  the 
early  stages  of  the  development  process. 

We  are  hoping  that  the  other  countries  that  contribute  to  this 
fund,  substantially  more  than  we  ever  have,  Denmark  contributes 
$7.5,  the  Netherlands,  $5.5,  Sweden,  $5.3  million,  that  we  are  hop- 
ing they  will  maintain  their  contributions. 

Mr.  Torres.  So  there  our  previous  $3  million  contribution  was 
leveraging. 

Mr.  Bennett.  It  was  10  to  1. 

Mr.  Torres.  Ten  to  one. 

Mr.  Bennett.  And  it  would  be  30  to  1  if  the  others  hold  up. 

Mr.  Torres.  I  see.  Mr.  Chairman,  I  would  ask  unanimous  con- 
sent to  submit  my  further  questions  in  writing  both  to  the  Ambas- 
sador and  the  Secretary. 

Mr.  Callahan.  Without  objection. 

Mr.  TORRES.  And  I  yield  back  my  time  if  I  have  any. 

Mr.  Callahan.  Thank  you. 

Madam  Ambassador,  according  to  reports  in  the  Washington 
Post,  numerous  boxes  of  classified  U.S.  intelligence  documents  and 
computer  disks,  were  found  by  American  officials  in  an  unlocked 
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vacant  office  in  the  United  Nations  compound  in  Somalia  just  days 
before  the  final  evacuation  of  that  country. 

According  to  press  reports,  included  in  the  material  were  source 
reports  from  interviews  with  Somali  nationals;  secret  materials 
that  involve  the  use  of  highly  sensitive  U.S.  sources  and  spying 
techniques,  and  many  documents  stamped  "No  Forn,"  meaning  for- 
eigners are  not  allowed  access  to  such  data. 

My  understanding  is  that  the  materials  were  not  locked  up,  not 
guarded,  and  that  U.N.  officials  supposedly  in  charge  of  such  mate- 
rial had  abandoned  the  office.  The  head  of  the  office  was  a  Nigerian 
colonel.  While  the  security  breaches  by  the  United  Nations  are  very 
serious,  I  am  extremely  concerned  about  the  fact  that  U.N.  employ- 
ees had  access  to  U.S.  intelligence  data  that  included  sensitive  in- 
formation about  our  sources  and  methods  as  well  as  intelligence 
that  was  not  clearly  meant  to  be  shared  with  foreigners. 

I  do  not  want  to  ask  any  questions  about  the  content  of  this  clas- 
sified material,  however,  there  is  a  policy  question  of  why  we  would 
provide  classified  information  to  the  United  Nations  at  all,  if  they 
cannot  be  trusted  to  maintain  it  in  a  secured  manner;  and  why 
would  we  provide  certain  information  to  the  U.N.  if  under  our  in- 
telligence rules  it  cannot  be  shared  with  foreigners. 

The  article  quotes  James  Rubin,  the  U.S.  spokesman  at  the  U.N. 
in  New  York,  stating  that  we  do  not  believe  there  was  any  com- 
promise of  intelligence  material  or  sensitive  sources.  How  do  we 
know  that?  Is  this  not  the  same  compound  from  which  millions  of 
dollars  in  U.N.  funds  have  been  stolen  over  the  past  two  years? 

We  do  not  want  to  get  into  any  code  word  disclosure  and  we  rec- 
ognize that  you  have  agreed  to  either  brief  us  or  have  us  briefed 
in  a  secure  situation  rather  than  breach  any  classified  or  secret  in- 
formation. So  we  do  not  want  to  get  into  what  was  contained  in  the 
boxes,  but  we  have  some  very  serious  concerns,  and  I  think  that 
you  would  agree  about  the  policy  of  establishing  the  mechanism  of 
sharing  intelligence  information  with  people  with  the  obvious  lax 
mechanisms  we  have  in  place. 

Do  you  have  in  place  any  new  mechanism  or  are  you  concerned, 
as  we  are,  about  the  ability  to  just  walk  off  and  leave  in  an  un- 
locked room  these  documents? 

Ambassador  Albright.  Mr.  Chairman,  let  me  say  in  total  frank- 
ness with  you,  we  are  concerned.  We  take  this  matter  very  seri- 
ously. And  we  are  looking — we  are  investigating  ourselves  and  the 
United  Nations  is  investigating. 

We  do  not  believe  that  the  area  itself,  the  perimeter  where  these 
documents  were,  was  compromised.  I  think  that  is  an  issue 

Mr.  Callahan.  But  it  was  an  unlocked  room  and  it  had  been 
abandoned  by  the  people  that  were  supposed  to  be  in  charge  of  the 
material. 

Ambassador  Albright.  I  think  that  at  this  point,  and  I  have 
begun  to  look  into  this  myself.  It  is  in  the  process  of  being  inves- 
tigated. There  are  questions  about  how  unlocked  and  how  aban- 
doned, and  I  think  this  is  something  that  we  need  to — that  we  are 
obviously  looking  into  ourselves.  It  is  serious  and  none  of  us  are 
in  any  way  underestimating  the  seriousness  of  this.  I  just  want  to 
assure  you  that  we  ourselves  are  concerned  about  this. 
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I  think  that,  just  to — the  documents  were  discovered  by  U.S.  per- 
sonnel in  the  former  UNOSOM  commander's  headquarters'  build- 
ing shortly  prior  to  the  departure  of  UNOSOM  and  the  U.S.  forces. 
Some  of  the  materials  were  destroyed  by  U.S.  personnel  and  the  re- 
mainder have  been  retrieved  and  brought  back.  At  present,  the  na- 
ture of  the  materials  and  how  they  were  handled  is  under  inves- 
tigation by  the  U.S.  Central  Command  and  the  U.N.'s  Department 
of  Peacekeeping.  We  are  going  to  keep  you  all  and  the  appropriate 
committees  informed  on  this. 

Now,  as  to  the  larger  question,  I  think  that  we  need  to  go  back 
and  make  clear  to  all  of  you  why  it  is  that  we  provide  the  intel- 
ligence information  at  all.  And  that  is  that  it  is  part  of  the  attempt 
to  make  the  peacekeeping  and  the  U.N.  generally  operate  in  a  bet- 
ter way.  Intelligence  information  is  used  in  order  to  protect  the 
lives  of  the  peacekeepers.  Should  we  not  warn  the  U.N.  people  if 
we  see  an  ambush  coming  up?  If  we  have  the  information  and 
there  are  countries  out  there  along  with  us  that  are  carrying  out 
the  business  of  the  international  community,  should  we  allow  this 
kind  of  thing  to  go  forward? 

You  were  asking  questions  about  the  Korean  reactors.  It  is  infor- 
mation that  we  all  provide  to  the  IAEA,  the  monitoring,  the  Atomic 
Energy  Agency,  that  helped  us,  them,  to  find  out  that  the  Koreans, 
the  North  Koreans,  in  fact,  had  the  program. 

We  need  information.  I  was  asked  about  former  Yugoslavia.  The 
U.N.  needs  intelligence  information  to  find  out  what  is  going  on  as 
we  try  to  carry  out  the  sanctions  regimes,  or  the  trip  that  I  took 
to  make  sure  that  the  sanctions  remain  tough  against  Iraq.  We 
need,  the  U.N.  needs  us  to  assist  in  terms  of  providing  useful  infor- 
mation. 

Also,  we  can  tell  where  some  of  the  refugees — what  we  foresee — 
for  instance,  we  could  help  in  where  the  camps  for  refugees  could 
be  set  up  in  Rwanda  because  we  could  see  the  direction  in  which 
the  refugees  were  going;  and,  therefore,  the  camps  could  be  set  up 
in  locations  to  which  they  were  headed.  So  it  is  an  effort  to  make 
the  U.N.  more  capable  in  the  jobs  that  we  are  asking  it  to  do. 

But  let  me  conclude  by  saying  that  if  at  any  stage  the  risks  to 
our  sources  and  methods  outweigh  the  benefits  to  the  international 
community,  we  will  cease  this  operation. 

Mr.  Callahan.  Mr.  Wilson? 

Mr.  Wilson.  No  more  questions. 

Mr.  Callahan.  I  have  a  couple  more  questions.  Why  don't  I  just 
submit  them  to  you  and  you  can  answer  them. 

Briefly,  Mr.  Secretary,  there  is  the  assumption  of  duplication  of 
services  between  many  of  the  AID  functions  and  many  of  the  func- 
tions of  the  United  Nations.  Has  there  been  any  attempt  to  maybe 
consolidate  the  services  that,  in  my  opinion,  appear  to  be  duplica- 
tive between  the  UNDP  and  AID? 

We  are  in  a  situation  where  we  were  going  to  have  to  start  tight- 
ening our  belts.  It  appears  to  me  that  some  of  these  UNDP  func- 
tions and  AID  functions  are  one  and  the  same.  Why  should  we 
have  the  administrative  costs  of  two  different  agencies  for  that? 
Maybe  just  briefly  you  can  respond  to  that. 

Mr.  Bennett.  The  total — I  was  looking  for  a  figure  to  try  to  give 
some  perspective  in  answering  your  question.  The  total  amount 
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that  we  are  talking  about  here  today,  the  $425  million  is  about  4 
percent  of  our  whole  international  assistance. 

Mr.  Callahan.  It  makes  no  difference  if  it  is  4  percent  or  one- 
tenth  of  1  percent. 

Mr.  Bennett.  In  answering  the  question,  what  I  would  say  is 
that  there  are  virtues  in  both  the  bilateral  assistance  and  the  mul- 
tilateral ones.  Obviously,  there  are  some  overlaps.  Obviously,  the 
names  of  some  of  the  programs  look  the  same. 

The  basic  issue  is  always  whether  how  much  control  of  the  pro- 
gram we  want  in  a  bilateral  program  versus  how  much  leverage  we 
get  in  a  multilateral  one.  If  you  get  a  9  to  1  or  10  to  1  multiplier 
on  your  investment,  it  is  a  pretty  good  argument  for  a  multilateral 
approach. 

I  think  that  as  the  foreign — as  AID  is  reoriented  and  reformed, 
we  may  find  opportunities  for  trade-offs.  At  this  point 

Mr.  Callahan.  Has  there  been  any  discussion  with  AID  about 
the  possibility? 

Mr.  Bennett.  Regularly,  yes.  We  have  regular  discussions  with 
them. 

Mr.  Callahan.  Well,  there  is  a  lot  of  talk  about  doing  away  with 
AID,  or  putting  it  under  the  State  Department,  or  a  lot  of  com- 
plaints about  AID,  and  I  just  wonder  if  they  had  talked  with  you 
or  if  you  had  talked  with  them  about  the  consolidation  and  trying 
to  do  the  good  that  you  do.  We  are  not  questioning  at  this  point 
the  program  but  we  are  questioning  or  recognizing  the  fact  that  we 
are  going  to  have  to  start  reducing  spending  and  that  we  are  going 
to  have  to  start  in  this  committee  as  well  as  other  committees. 

I  will  submit  the  balance  of  my  questions  to  you  in  writing. 

I  might  tell  you  that  part  of  the  reason  that  we  did  not  have  a 
huge  attendance  on  the  committee  today  is  because  we  have  a  bill 
on  the  Floor.  Many  of  the  members  of  this  committee  chair  some 
of  the  other  subcommittees  that  have  jurisdiction  over  the  rescis- 
sion package  that  is  on  the  Floor  today. 

So  we  apologize  for  that,  but,  we  want  to  thank  you  for  coming 
and  for  your  cooperation  and  tell  you  that  we  are  going  to  do  for 
you  in  your  budget  request  the  best  that  we  can  do  but  hope  that 
you  recognize  that  you,  just  like  everybody  else  that  has  been  be- 
fore us,  have  asked  for  an  increase  when  you  know  full  well  we  are 
going  to  have  to  decrease  something. 

I  know  your  areas  of  jurisdiction  probably  require  our  consider- 
ation for  the  increase  and  we  ought  to  decrease  elsewhere,  but  that 
are  the  same  message  that  everybody  else  is  telling  us,  and  we  are 
going  to  have  to  do  the  best  we  can  with  the  limited  resources  that 
are  going  to  be  allocated  to  us  by  the  Budget  Committee. 

Thank  you  for  coming  and  thank  you  for  your  testimony. 

Ambassador  ALBRIGHT.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Bennett.  Thank  you,  Mr.  Chairman. 

Questions  for  the  Record  Submitted  by  Chairman  Callahan 

United  Nations  Children's  Fund 

Question.  At  least  one  international  organization,  UNICEF,  has  found  a  unique 
way  to  fund  a  significant  portion  of  its  operations.  It  is  able  to  raise  almost  40  per- 
cent of  its  $1  billion  budget  from  private  sources,  including  $279  million  in  chari- 
table contributions  and  $130  million  from  the  sale  of  greeting  cards. 
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Do  you  believe  other  UN  organizations  can  be  successful  in  efforts  to  raise  private 
funds? 

Answer.  While  the  Administration  has  encouraged  other  UN  organizations,  such 
as  UNDP,  WFP  and  UNHCR,  to  consider  innovative  and  cost-effective  private  fund- 
raising  measures,  we  hesitate  to  predict  the  future  outcome  of  these  efforts. 

UNICEF's  success  in  raising  substantial  revenues  from  private  sources  stems 
largely  from  the  agency's  longstanding  commitment  to  eradicating  childhood  dis- 
eases and  improving  the  quality  of  life  of  mothers  and  children,  its  worldwide  popu- 
larity and  its  network  of  national  committees  operating  in  33  countries. 

Question.  Do  you  have  an  estimate  of  the  American  portion  of  the  funds  raised 
through  greeting  card  sales  and  from  charitable  contributions? 

The  latest  available  figures  indicate  that  the  U.S.  contributed  6  percent  of  overall 
funds  raised  through  greeting  card  sales  and  16  percent  from  charitable  contribu- 
tions. 

International  Fund  for  Agricultural  Development  (IFAD) 

Question.  The  Administration  has  requested  $5  million  as  part  of  an  anticipated 
$92  million  contribution  to  the  International  Fund  for  Agricultural  Development. 

We  have  not  provided  funding  for  this  organization  for  several  years.  What  is  the 
need  for  additional  funding  at  this  point? 

Answer.  Like  the  multilateral  development  banks  (MDB's),  IFAD's  resources  are 
replenished  in  periodic  multi-year  replenishments.  The  U.S.  completed  its  share 
($82.8  million)  of  member  contributions  to  the  1992-94  Third  Replenishment  with 
a  final  payment  of  $271,000  in  FY  1994.  Because  of  the  long  delays  and  then  sus- 
pension of  negotiations  (October  1993)  for  the  Fourth  Replenishment,  no  funds  were 
requested  in  FY  1995. 

IFAD  needs  this  Fourth  Replenishment  because  it  can  only  make  loan  commit- 
ments against  money  that  donors  have  pledged  to  it.  IFAD  needs  to  replenish  its 
resource  base  now  because  its  funds  available  for  new  commitments  are  low  at 
present.  By  December  1995,  IFAD  estimates  it  will  have  less  than  $200  million  left 
to  use  for  new  loan  commitments. 

Question.  Has  the  Administration  committed  to  the  funding  level  of  $92  million 
for  IFAD?  Do  you  intend  that  the  funding  be  provided  over  a  3-year  period?  If  so, 
why  is  $5  million  being  requested  in  1996,  rather  than  $30  million? 

Answer.  At  the  recent  18th  Governing  Council  (January  1995),  IFAD's  member- 
ship agreed  on  a  target  level  of  $600  million  for  the  Fourth  Replenishment.  OECD 
members  (Category  I)  agreed  to  seek  to  provide  a  collective  target  contribution  of 
$420  million  (70%). 

However,  the  U.S.  delegation  made  it  clear  that  time  that  the  U.S.  could  neither 
make  a  pledge  nor  agree  to  a  specific  share  of  the  OECD  total.  The  U.S.  informed 
the  Governing  Council  that  the  United  States  needed  more  time  to  reach  a  decision 
on  our  level  of  support.  We  have  taken  no  further  action  on  making  a  pledge  since 
that  time. 

If  the  U.S.  were  to  maintain  a  percentage  share  in  IFAD's  Fourth  Replenishment 
proportionate  to  our  share  in  the  Third  Replenishment,  we  would  be  expected  to 
pledge  $92  million.  If  we  were  to  decide  on  such  a  pledge,  we  would  request  the  ap- 
propriation of  funds  over  a  multi-year  period. 

A  total  of  $5  million  was  requested  for  FY  1996  as  an  indication  of  our  intention 
to  participate  in  IFAD's  Fourth  Replenishment.  The  low  level  of  the  request  recog- 
nizes competing  priority  demands  on  the  International  Organizations  and  Programs 
(IO&P)  account  which  did  not  allow  for  a  larger  request  for  FY  1996.  If  a  pledge 
is  ultimately  made  it  would  of  course  be  subject  to  appropriation  of  funds. 

United  Nations  Children's  Fund 

Question.  The  United  States  has  been  a  consistent  supporter  of  the  United  Na- 
tions Children's  Fund,  UNICEF.  However,  we've  been  disturbed  to  hear  recent  re- 
ports that  employees  of  the  UNICEF  office  in  Kenya  may  have  stolen  or  misused 
up  to  $10  million.  In  addition,  the  UN  Board  of  Auditors  in  a  report  last  year  was 
critical  of  the  organization's  accounting  activities,  as  well  as  excess  consultant  hir- 
ing. 

What  steps  are  being  taken  to  discipline  the  employees  in  Kenya?  Have  the  em- 
ployees been  dismissed?  Is  any  effort  being  made  to  recover  the  stolen  funds? 

Answer.  UNICEF  discovered  irregularities  in  its  Kenya  program  during  the 
course  of  an  internal  audit  last  fall  and  took  prompt  steps  to  suspend  the  employees 
under  suspicion  and  continue  a  full-scale  audit  and  investigation.  Although  the 
auditors  have  now  completed  their  work.  In  the  meantime,  UNICEF  has  suspended 
17  staff,  11  without  pay  and  6  with  pay,  in  accordance  with  UN  personnel  proce- 
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dures.  Of  the  11  suspended  without  pay,  7  have  now  been  dismissed.  UNICEF  hopes 
to  recover  at  least  part  of  the  misused  funds,  depending  on  the  results  of  the  audit 
report.  The  actual  amount  involved  remains  unclear,  but  it  appears  to  be  consider- 
ably less  than  $10  million. 

Question.  What  steps  are  being  taken  to  ensure  that  the  management  of  UNICEF 
is  being  improved? 

Answer.  Although  UNICEF  must  be  credited  for  uncovering  malfeasance  and  mis- 
management and  taking  prompt  action,  the  scope  of  the  problems  in  its  Kenya  oper- 
ation is  disturbing  and  suggests  possible  serious  weaknesses  in  UNICEF's  system 
of  internal  controls.  In  the  past,  the  U.S.  has  raised  concerns  about  UNICEF's  fail- 
ure to  implement  recommendations  of  its  external  auditor,  the  UN  Board  of  Audi- 
tors, particularly  regarding  the  lack  of  monitoring  of  cash  advances  to  governments. 
However,  UNICEF  has  not  previously  given  grounds  for  concerns  of  this  magnitude. 

All  of  UNICEF's  external  and  internal  oversight  mechanisms  are  currently  under 
review,  following  completion  of  a  full  Management  Study  by  external  consultants  on 
December  31,  1994.  The  UNICEF  Secretariat  and  the  36-member  Executive  Board 
are  committed  to  working  closely  with  the  new  Executive  Director  to  address  areas 
where  management  improvements  are  needed. 

Peacekeeping  in  Croatia 

Question.  Croatia  has  agreed  to  maintain  an  United  Nations  peacekeeping  force 
in  the  country,  at  a  reduced  level  of  approximately  5,000  troops.  It  is  my  under- 
standing that  a  contingent  of  American  troops  will  be  sent  to  Croatia  in  the  near 
future. 

What  will  be  the  role  of  these  American  troops? 

Answer.  The  U.S.  is  prepared,  in  principle,  to  commit  U.S.  ground  forces  to  a 
NATO  operation  to  help  UNPROFOR  withdraw  from  the  former  Yugoslavia.  The 
North  Atlantic  Council  has  now  authorized  SACEUR  to  deploy  an  80-man  advance 
communications  element,  of  whom  approximately  20  will  be  American,  to  Croatia. 
This  first  prepositioning  step  is  essential  to  ensure  the  communications  network  is 
ready  to  support  a  military  operation,  should  a  decision  to  withdraw  be  necessary. 

Question.  Will  they  be  withdrawn  when  the  UN  force  in  Croatia  has  been 
downsized? 

Answer.  The  length  of  stay  of  the  prepositioning  force  does  not  depend  on  the  de- 
cision, already  made,  whether  to  downsize  the  UN  force  in  Croatia,  but  rather  on 
the  decision  whether  to  withdraw  UNPROFOR  from  the  former  Yugoslavia.  The  UN 
and  NATO  have  not  yet  made  the  latter  decision.  The  prepositioning  force  will  be 
withdrawn  once  the  NATO  operation  to  withdraw  UNPROFOR,  if  necessary,  is  com- 
pleted. 

Question.  Will  these  troops  be  under  NATO  command,  or  under  the  operational 
command  of  the  UN  peacekeeping  contingent? 

Answer.  Since  the  withdrawal  operation  is  not  yet  approved  and  there  is  no 
NATO  command  and  control  headquarters  in  Croatia,  our  20  personnel  going  to 
Croatia  will  be  under  the  same  command  and  control  and  rules-of-engagement  ar- 
rangements as  the  U.S.  personnel  currently  in  Croatia.  The  U.S.  retains  command 
and  disciplinary  authority  over  our  20  personnel.  The  senior  NATO  officer  on  the 
ground  will  retain  operational  control  over  the  mission. 


Questions  for  the  Record  Submitted  by  Congressman  Porter 

United  Nations  Population  Fund 

Question.  Can  you  tell  me  what  your  thoughts  on  UNFPA's  role  in  China  are? 

Answer.  UNFPA's  program  in  China  provides  funding  for  training,  technical  as- 
sistance and  equipment.  It  does  not  provide  funds  for  operating  costs  of  any  family 
planning  services.  UNFPA  is  monitoring  its  projects  to  ensure  their  consistency  with 
universally  accepted  human  rights  standards  and  is  in  constant  dialogue  with  Chi- 
nese officials  on  the  issue  of  reproductive  freedom.  UNFPA  condemns  the  use  of  co- 
ercion in  any  form  in  any  population  or  family  planning  program. 

UNFPA's  current  program  in  China — covering  the  period  1990-95 — totals  $57 
million,  and  constitutes  0.6^  of  the  total  Government  of  China  budget  of  $1  billion. 

UNFPA's  ongoing  and  completed  activities  in  China  are  the  following: 

Assistance  for  the  development  of  contraceptive  research  centers.  This  has  con- 
tributed to  the  development  of  safer  and  better  methods  for  China  and  for  the  world. 

UNFPA  has  assisted  the  development  of  population  science  and  scientists  in  sev- 
eral Chinese  universities,  linking  Chinese  researchers  with  other  countries,  particu- 
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larly  in  the  U.S.,  enabling  Chinese  scholars,  specialists  and  officials  to  be  familiar 
with  international  principles  and  practices. 

UNFPA  has  also  supported  the  modernization  of  23  contraceptive  factories,  mak- 
ing China  self-sufficient  in  the  production  of  modern  contraceptives  which  comply 
with  international  standards. 

UNFPA  has  focused  on  the  most  vulnerable  groups  and  has  provided  support  for 
the  integration  of  maternal  and  child  health  care  and  family  planning  in  the  poorest 
and  most  remote  300  counties  in  rural  China. 

UNFPA  has  supported  efforts  to  raise  the  status  of  women  through  improved  lit- 
eracy, skills  training  and  income  generation,  combined  with  maternal  and  child 
health  care  and  family  planning.  This  program  is  a  joint  effort  with  the  United  Na- 
tions Development  Program  (UNDP),  UNICEF  and  the  World  Food  Program  (WFP). 

Question.  Do  you  know  of  any  plans  by  UNFPA  to  not  renew  their  China  program 
in  1996  and  if  so,  how  will  other  donor  nations  react  and  what  technical  road  blocks 
may  be  present? 

Answer.  China  has  been  in  contact  with  UNFPA  about  the  possibility  of  continued 
assistance.  However,  it  is  not  yet  clear  whether  the  Chinese  will  request  further 
support  after  the  present  UNFPA  program  ends  in  1995. 

Many  members  of  the  UNFPA  Executive  Board  believe  that  UNFPA  should  stay 
involved  in  China  because  it  can  help  moderate  Chinese  policies  and  that  philo- 
sophically they  should  not  abandon  Chinese  women.  They  also  believe  UNFPA  pro- 
vides a  "window"  on  the  family  planning  activities  of  the  Chinese  government. 

UNFPA  strictly  observes  universally  accepted  human  rights  principles  and  thus 
condemns  the  use  of  coercion  in  any  form  or  manner  in  any  population  and  family 
planning  program.  All  UNFPA-funded  projects  are  undertaken  in  accordance  with 
the  principles  and  objectives  of  the  International  Conference  on  Population  and  De- 
velopment (ICPD)  Program  of  Action. 

Should  the  Government  of  China  decide  to  request  further  assistance  from 
UNFPA,  any  new  multi-year  program  would  have  to  be  reviewed  and  approved  by 
the  UNDP/UNFPA  Executive  Board.  As  a  member  of  that  Board,  we  will  strongly 
oppose  a  new  program  in  China. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

Intelligence 

Question.  You  noted  in  your  answer  to  one  of  my  questions  last  year  that  only 
the  U.S.  provides  intelligence  information  to  the  UN  that  is  acknowledged  to  come 
from  an  intelligence  service. 

How  would  you  contrast  the  Clinton  Administration  policy  toward  intelligence 
sharing  with  the  UN  with  the  Bush  Administration  policy? 

Answer.  While  refinements  to  the  process  have  been  made  over  the  past  two 
years,  the  fundamental  policy  of  sharing  sanitized  U.S.  intelligence  products  with 
those  UN  missions  that  we  deem  to  be  in  U.S.  national  interests  has  not  changed 
between  the  Bush  and  Clinton  administrations.  The  first  formal  intelligence  sharing 
arrangement  was  developed  by  the  Bush  Administration  following  Desert  Storm  (in 
March  1992).  To  date,  three  Concepts  of  Operations  (CONOPS)  have  been  estab- 
lished by  the  Bush  Administration  and  three  by  the  Clinton  Administration. 

Question.  Is  it  fair  to  say  that  through  the  PRD-13  review  process  the  U.S.  has 
loosened  its  intelligence  sharing  rules  with  the  UN? 

Answer.  No,  it  is  not.  Indeed,  over  the  past  two  years  the  rules  and  guidelines 
for  sharing  sanitized  intelligence  with  the  UN  have  been  tightened  and  refined  to 
meet  the  unique  needs  of  a  particular  mission  without  compromising  intelligence 
sources  and  methods. 

Somalia 

Question.  Who  was  the  person  in  charge  of  the  UN  intelligence  center  in  Somalia? 
Did  the  USG  assume  UN  personnel  who  worked  in  the  UN's  intelligence  center  in 
Somalia  to  be  professional  intelligence  officials  in  their  native  country?  If  so,  what 
precautions  did  we  take  to  protect  the  sources  and  methods  of  intelligence  we  share 
with  the  center? 

Answer.  The  person  in  charge  of  the  UN  intelligence  center  in  Somalia 
(UNOSOM's  U-2)  from  September  1994  until  the  final  withdrawal  was  Col.  Ahmad 
(Nigeria);  his  deputy  was  LtCol.  Mushaari  (Malaysia).  Col.  Vesselini  (Italy)  and  his 
deputy  LtCol.  McGovern  (USA)  were  in  charge  of  the  U-2  from  the  time  of  its  estab- 
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lishment  in  April  1993  until  September  1994.  The  U.S.  intelligence  community  does 
not  make  any  assumptions  about  the  professional  background  of  those  foreign  UN 
officers  who  staff  U-2  offices.  Indeed,  U.S.  Concepts  of  Operations  that  support  in- 
telligence sharing  with  UN  missions  assume  that,  regardless  of  who  staffs  a  U-2, 
the  UN  can  only  provide  a  minimum  level  of  security  for  U.S. -supplied  products. 
Only  sanitized  information,  which  would  not  compromise  U.S.  sources  and  methods 
if  leaked,  is  released  to  U-2  offices. 

Peacekeeping  Operations 

Question.  Your  statement  notes  the  UN  Department  of  Peacekeeping  Operations 
has  evolved  into  a  more  fully  integrated  operation.  How  large  is  the  Department's 
staff,  how  much  has  the  staff  grown  since  May,  1994,  and  are  American  Personnel 
detailed  to  work  on  the  staff? 

Answer.  The  UN  Department  of  Peacekeeping  Operations  currently  numbers  420 
staff  members  up  from  342  in  May  1994.  There  are  11  Americans  detailed  to  work 
on  the  staff. 

Question.  How  does  the  State  Department  measure  improvement  in  the  UN  De- 
partment of  Peacekeeping  Operations? 

Answer.  Measuring  improvement  in  the  UN  Department  of  Peacekeeping  Oper- 
ations (DPKO)  is  a  difficult  and  subjective  task.  The  U.S.  elaborated  its  goals  for 
improved  UN  peacekeeping  in  the  May  1994  Presidential  Decision  Directive-25,  and 
we  are  impressed  by  the  progress  that  the  UN  has  since  made  in  improving  its  man- 
agement of  peacekeeping  operations. 

DPKO  improvements  over  the  past  year  include  the  creation  of  two  large  func- 
tional offices,  for  planning/support  and  operations.  In  addition,  DPKO  established 
a  twenty-four  hour  Situation  Center  which  produces  reports  for  DPKO  management, 
field  commanders,  Special  Representatives  of  the  Secretary  General,  and  the  Sec- 
retary General. 

The  U.S.  has  supported  the  UN  DPKO's  efforts  regarding  the  standby  arrange- 
ments initiative;  increased  personnel  training;  the  creation  of  the  DPKO  Mission 
Planning  Service;  improved  information,  public  affairs  and  research  capabilities;  ex- 
panded civilian  police  programs;  an  international  civilian  reserve;  modest  airlift  ca- 
pability; and  procurement  reform. 

We  hope  to  see  continued  improvement  in  DPKO.  In  particular,  procurement  and 
logistics  reform  is  the  best  way  to  further  increase  efficiency  and  effectiveness  in 
the  management  of  UN  peacekeeping  operations. 

Inspector  General  Office 

Question.  Your  statement  notes  that  the  General  Assembly  established  an  inde- 
pendent office  with  functions  similar  to  an  inspector  general's  office.  What  has  this 
new  office  accomplished?  Does  it  have  the  authority  to  investigate  as  it  sees  fit,  to 
prosecute  and  to  terminate  employees  of  the  United  Nations? 

Answer.  After  five  months  in  office,  Under-Secretary-General  Paschke  is  making 
good  progress  in  monitoring  UN  operations.  With  respect  to  specific  accomplish- 
ments, U/SYG  Paschke  has:  (a)  released  widely  circulated  reports  on  the  theft  of 
funds  from  UNOSOM  II  and  allegations  of  mismanagement  in  the  peacekeeping  op- 
erations in  Western  Sahara;  (b)  undertaken  a  special  study  on  the  management  of 
UN  peacekeeping  forces  in  the  former  Yugoslavia,  known  as  UNPROFOR;  (c)  pre- 
pared reports  due  out  shortly  on  several  UN  economic  commissions  and  the  UN 
Center  on  Human  Rights,  based  in  Geneva,  (d)  undertaken  evaluations  of  the  UN's 
Department  of  Peacekeeping  Operations,  with  particular  emphasis  on  the  Field  Ad- 
ministration and  Logistics  Division  (FALD)  and  of  the  UN  Environment  Program; 
and  (e)  expanded  the  number  of  reviews  of  procurement  practices. 

U/SYG  Paschke  has  called  on  governments  to  provide  additional  resources,  in  the 
form  of  experienced  personnel  and  funds,  to  enable  him  to  accelerate  the  rate  of  au- 
dits and  investigations.  We  are  exploring  ways  to  help  U/SYG  Paschke  further  in 
order  to  achieve  badly-needed  improvements  in  the  accountability,  transparency  and 
efficiency  of  UN  operations. 

With  regard  to  the  role  of  OIOS  in  investigations,  the  Office  has  the  authority  to 
undertake  any  investigation  of  suspected  wrongdoing  by  a  staff  member  or  official 
at  the  UN.  Similar  to  the  role  of  our  own  IG,  vis-a-vis  State  employees,  the  OIOS 
has  no  independent  authority  to  terminate  and  prosecute  UN  employees.  Rather, 
the  OIOS  makes  recommendations  on  appropriate  disciplinary  action  to  the  Sec- 
retary General,  if  warranted. 

In  summary,  we  believe  the  OIOS  has  sufficient  authority  and  independence  to 
make  a  major  contribution  to  reducing  fraud,  waste  and  abuse  within  the  UN. 
Under  the  leadership  of  U/SYG  Paschke,  it  is  off  to  a  satisfactory  start.  There  are, 
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however,  no  grounds  for  complacency.  To  succeed,  the  OIOS  will  need  additional  re- 
sources and  the  full  backing  of  member  states.  The  United  States  will  do  all  it  can 
to  see  that  it  gets  both. 

U.N.  Efficiency 

Question.  What  real  authority  does  the  Under-Secretary  General  for  Management 
have  to  improve  U.N.  efficiency?  Does  the  Under-Secretary  General,  for  example, 
have  the  ability  to  compel  consolidation  of  duplicative  functions  or  lay  people  off? 

Answer.  Although,  we  are  confident  that  the  Under-Secretary  General  for  Admin- 
istration and  Management,  Joe  Connor,  has  full  authority  to  manage  UN  resources 
efficiently  and  cost-effectively,  his  ability  to  achieve  far-reaching  reforms  rapidly  is 
limited  by  the  cumbersome  administrative  and  personnel  procedures  which  he  in- 
herited. Nevertheless,  U/SYG  Connor  has  put  forth  bold  initiatives  which  would 
have  the  effect  of  increasing  the  accountability  of  the  UN  to  member  states.  For  ex- 
ample, he  has  introduced  a  system  of  accountability  and  responsibility  of  UN  per- 
sonnel, and  is  pressing  for  ways  to  eliminate  unneeded  staff  positions  and  improve 
the  system  of  internal  justice. 

Furthermore,  U/SYG  Connor  has  presented  an  outline  for  the  1996/97  regular 
budget  which  contains  negative  growth.  In  addition,  he  has  stated  that  he  expects 
to  realize  $15-$20  million  in  additional  savings  through  heightened  efficiency  of  op- 
erations. While  he  cannot  unilaterally  consolidate  mandated  activities  which  might 
be  duplicative,  he  can  bring  such  instances  to  the  attention  of  the  General  Assembly 
and  urge  restructuring  and  efficiency  savings.  In  addition,  he  has  the  authority  to 
buy-out  staff  contracts,  a  process  which  he  has  taken  up  aggressively.  Looking  be- 
yond the  next  budget,  the  Secretary  General  is  establishing  efficiency  task  forces 
under  the  leadership  of  U/SYG  Connor  to  explore  means  of  achieving  greater  effi- 
ciencies. 

U.N.  Procurement 

Question.  Although  it's  nice  that  a  high  level  expert  procurement  group  has  con- 
cluded a  report  on  U.N.  procurement,  have  any  results  been  achieved  in  the  past 
year  in  streamlining  U.N.  procurement  and  reducing  corruption? 

Answer.  The  report  of  the  High  Level  Expert  Procurement  Group  was  issued  in 
December  of  1994.  Already,  several  recommendations  in  that  report  are  underway. 
For  example,  the  UN  has  contracted  with  George  Washington  University  to  provide 
procurement  training  in  New  York  for  at  least  50  managers  and  staff.  Steps  are 
being  taken  to  expand  and  improve  the  use  of  automation  to  streamline  the  procure- 
ment process.  Expanded  authority  for  procurement  decisions  has  been  given  to  the 
field  peacekeeping  operations,  which  should  expedite  decision-making.  And  the  local 
area  limitation  on  procurements  has  been  eliminated,  which  increases  opportunities 
for  US  firms  and  increases  competition  for  UN  procurements. 

A  comprehensive  report  from  the  UN  secretariat  which  will  address  the  High- 
Level  Experts'  report  and  other  related  procurement  issues  is  expected  to  be  issued 
to  the  membership  in  May,  after  which  the  appropriate  General  Assembly  commit- 
tees will  consider  additional  actions. 

Question.  Please  detail  for  the  subcommittee  the  number  of  times  the  Geneva 
Group  met  in  the  past  year,  the  topics  of  the  meetings  and  whether  any  results 
were  actually  achieved.  Please  contrast  this  with  similar  information  from  the  Bush 
Administration. 

Answer.  The  Geneva  Group  meets  twice  per  year  at  Consultative  Level  Meetings 
(CLMs),  once  in  the  spring  in  Geneva  and  once  in  the  early  autumn  in  New  York. 
Last  year,  CLMs  were  held  in  Geneva  and  New  York  on  April  20-21  and  September 
30-October  1,  respectively.  In  addition,  informal  Geneva  Group  consultations  also 
are  carried  out  by  so-called  local  Geneva  Groups  which  are  located  in  the  major  UN 
centers  and  are  comprised  of  the  local  mission  personnel.  The  local  groups  do  not 
have  a  planned  meeting  schedule,  but  are  free  to  convene  whenever  necessary. 

At  last  year's  New  York  CLM,  Group  members  considered  the  following  topics 
based,  in  part,  on  discussion  papers  submitted  by  individual  members:  the  scope  for 
reallocation  of  resources  in  the  UN  budget;  ways  to  ensure  prompt  payment  of  as- 
sessed contributions;  reform  of  the  UN  scale  of  assessments;  improvements  in  UN 
peacekeeping  budgets;  and  strategies  for  implementing  management  initiatives  at 
the  49th  UN  General  Assembly.  The  results  of  the  CLM  consultations  included 
agreement  by  the  Group  members  to  undertake  a  review  of  priorities  (high  and  low) 
in  the  UN  regular  budget;  submit,  for  further  action  by  the  Group,  suggestions  on 
ways  to  improve  the  payment  patterns  of  assessed  contributions;  use  aspects  of  the 
United  Kingdom's  proposals  on  the  scale  of  assessments  during  discussions  of  this 
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topic  by  the  General  Assembly;  and  endorse  the  four-part  management  initiatives 
strategy  called  for  in  the  report  of  the  NY.  Group. 

I  cannot  speak  authoritatively  on  what  was  accomplished  by  the  Geneva  Group 
during  the  time  of  the  Bush  Administration.  In  general,  the  Geneva  Group  has  been 
in  existence  for  over  thirty  years  and,  to  my  knowledge,  its  basic  premise  as  an  in- 
formal consultative  mechanism  on  administrative  and  financial  matters  affecting 
the  various  UN  agencies  has  not  changed  during  that  period. 


Questions  for  the  Record  Submitted  by  Congressman  Bunn 

Iraqi  Sanctions 

Question.  Ambassador,  why  on  earth  did  it  take  convincing  to  get  our  allies  to 
stay  the  course  on  Iraqi  sanctions?  After  all,  it  was  only  four  years  ago  that  French 
soldiers  were  fighting  and  dying  along  side  American  troops  in  the  Iraqi  desert. 
What  possible  justification  do  the  French  and  others  provide  for  their  continually 
weakening  position  on  Iraq?  I  just  cannot  understand  how  they  can  even  consider 
lifting  sanctions  at  this  time. 

Answer.  In  addition  to  the  important  role  they  played  in  Desert  Shield  and  Desert 
Storm,  the  French  have  joined  with  the  United  States  and  others  in  crafting  the 
Security  Council  resolutions  which  resulted  in  an  effective  sanctions  regime  de- 
signed to  ensure  that  Iraq  would  never  again  threaten  regional  peace  and  security. 
The  French  have  also  actively  participated  in  coalition  efforts  to  protect  the  Kurdish 
population  of  northern  Iraq. 

We  do,  however,  have  differences  with  the  French  over  Iraq  policy.  They  are  in 
part  a  disagreement  over  how  best  to  achieve  our  common  objective:  Iraqi  compli- 
ance with  all  relevant  Council  resolutions.  They  are  also  to  a  great  extent  related 
to  differing  interpretations  of  resolutions.  The  French  believe  that  the  Iraqis,  owing 
to  the  tremendous  efforts  of  the  United  Nations  Special  Commission  on  Iraq 
(UNSCOM),  are  now  close  to  compliance  with  their  obligations  regarding  weapons 
of  mass  destruction.  France,  taking  a  narrow  reading  of  UNSCR  687,  argues  that 
when  UNSCOM  certifies  that  Iraq  has  complied  with  these  obligations,  the  Council 
should  then  lift  the  export  embargo. 

We,  and  a  majority  of  the  Council,  believes  that  Iraq  must  show  its  "peaceful  in- 
tentions," which  we  define  as  overall  compliance  with  all  relevant  resolutions.  That 
includes  the  return  of  Kuwaiti  property  looted  during  the  occupation,  the  full  ac- 
counting of  Kuwaitis  and  others  missing  since  the  war,  a  cessation  of  internal  re- 
pression, and  an  end  to  involvement  in  and  support  for  terrorism.  The  firm  refusal 
of  the  Council  to  accept  half-measures  resulted  in  Iraqi's  recognition  of  Kuwait's 
borders  and  sovereignty  in  November  1994. 

The  French  are  in  the  best  position  to  explain  their  own  motivations.  However, 
the  French  apparently  believe  that  if  the  Council  does  not  show  a  willingness  to  be 
flexible,  Saddam  will  end  his  cooperation,  which  would  erase  the  progress  on  weap- 
ons of  mass  destruction  and  other  issues  since  the  Gulf  War.  We  believe  that  the 
Iraqi  regime  will  respond  better  to  a  policy  of  firmness. 

Question.  Looking  to  the  future,  do  you  expect  this  to  build  to  a  situation  where 
our  own  allies  force  us  to  use  our  Security  Council  veto?  If  so,  wouldn't  that  give 
Iraq  a  tremendous  propaganda  victory,  by  allowing  them  to  claim  the  sanctions  are 
nothing  more  than  an  American  vendetta? 

Answer.  We  do  not  believe  that  the  situation  will  come  to  that.  Council  solidarity 
is  of  great  importance  when  dealing  with  Iraq.  We  believe  that  we  retain  over- 
whelming support  in  the  Security  Council  for  our  position  that  there  will  be  no 
modification  of  sanctions  until  Iraq  complies  with  all  of  its  obligations  contained  in 
the  relevant  resolutions.  The  Council  has  worked  very  hard  to  give  the  Iraqi  govern- 
ment a  new  opportunity  to  provide  to  its  people  food  and  medicine  and  supplies  for 
essential  civilian  needs.  The  recently  passed  UNSC  Resolution  986  should  counter 
the  arguments  of  those  who  assert  that  sanctions  must  be  lifted  to  alleviate  the  suf- 
fering of  the  Iraqi  populace.  The  recent  report  by  UNSCOM  Chairman  Rolf  Ekeus 
raises  concern  about  the  concealment  and  extent  of  Iraq's  biological  warfare  pro- 
gram that  will  discourage  even  Russia  and  France  from  seeking  to  invoke  Para- 
graph 22  of  UNSCR  687  at  this  time. 

Given  continued  Iraqi  evasion  of  its  obligations  in  weapons  of  mass  destruction 
and  other  fields,  we  do  not  envision  Council  members  advocating  that  sanctions  be 
lifted,  absent  Iraqi  compliance,  in  the  near  future.  Even  if  some  do,  we  do  not  be- 
lieve a  majority  of  the  Council  would  support  them.  Nonetheless,  we  remain  pre- 
pared to  employ  our  veto,  if  necessary  to  prevent  a  premature  lifting  of  sanctions. 
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Question.  Follow  up:  Is  it  the  Administration's  intention  to  keep  sanctions  in  place 
until  Saddam  Hussein  is  gone,  or  until  they  fulfill  the  requirements  passed  by  the 
Security  Council?  How  do  you  explain  the  ambiguousness  that  has  surrounded  that 
question,  particularly  in  the  media? 

Answer.  While  we  would  welcome  the  departure  of  Saddam  Hussein  and  his  re- 
gime and  their  replacement  by  a  democratically  elected  successor,  our  policy  is  di- 
rected at  altering  the  behavior  of  the  current  government.  If  Saddam  Hussein — or 
any  other  head  of  government — complies  with  all  obligations  under  the  relevant  res- 
olutions, we  would  respond  accordingly.  It  is  difficult,  however,  to  envision  Saddam 
complying  with  the  resolutions. 


Questions  for  the  Record  Submitted  by  Congressman  Pelosi 

Beijing  Conference 

Question.  Given  the  Chinese  government's  record  for  interfering  with  the  rights 
to  free  association  and  expression,  what  is  the  U.S.  doing  to  ensure  that  NGOs  are 
not  arbitrarily  excluded  by  the  Chinese  from  the  Fourth  World  Conference  on 
Women  to  be  held  in  Beijing? 

Answer.  The  United  States  has  consistently  called  upon  China  to  issue  visas  to 
all  individuals  whose  organizations  are  accredited  by  the  United  Nations  to  the 
Fourth  World  Conference  on  Women.  That  accreditation  process  is  still  underway. 

The  U.S.  Delegation  to  the  1995  session  of  the  UN  Commission  on  the  Status  of 
Women  (CSW)  participated  actively  in  the  drafting  of  a  resolution,  adopted  on  April 
6  by  the  CSW  by  a  vote  of  41  in  favor,  none  opposed,  and  one  abstention  (China), 
setting  in  place  a  review  procedure  for  the  493  non-governmental  organizations 
(NGOs)  that  had  not  been  recommended  for  accreditation  by  the  UN  Secretariat  for 
the  Fourth  World  Conference  on  Women. 

The  United  States  took  this  initiative  and  worked  collaboratively  with  other  gov- 
ernments during  the  meeting  to  open  up  the  UN's  accreditation  mechanism  to  pro- 
vide the  maximum  amount  of  transparency  and  fairness  to  all  groups. 

This  resolution,  which  we  expect  to  be  reaffirmed  this  week  by  the  UN  General 
Assembly,  would  call  upon  the  Conference  Secretariat  to  send  official  letters  to  each 
group,  indicating  why  no  recommendation  for  accreditation  was  made.  The  resolu- 
tion also  permits  NGOs  in  this  category  to  provide  the  Secretariat  with  additional 
information  relevant  to  their  applications  within  four  weeks.  The  resolution  also  ex- 
tends the  deadline  for  acceptance  of  new  applications  for  accreditation  until  April 
28,  1995. 

During  its  1995  session,  the  CSW  accredited  some  1,300  NGOs  to  the  Fourth 
World  Conference  on  Women.  A  further  102  NGOs  had  been  accredited  by  the  1994 
session  of  the  CSW.  In  addition,  approximately  1,400  NGOs  have  permanent  accred- 
itation to  the  UN  Economic  and  Social  Council  (ECOSOC)  or  the  UN  Commission 
on  Sustainable  Development,  and  thus  can  automatically  attend  the  World  Con- 
ference. This  universe  of  roughly  2,800  groups  represents  a  broad  spectrum  of  NGOs 
from  around  the  world. 

The  final  list  of  accredited  NGOs  for  the  Fourth  World  Conference  will  be  pre- 
pared by  the  Conference  Secretariat  in  June,  and  forwarded  for  approval  to  the  1995 
substantive  session  of  ECOSOC,  held  from  late  June  through  mid-July. 

Over  the  past  six  months,  the  State  Department  has  reiterated  with  Chinese  gov- 
ernment officials  the  need  for  freedom  of  expression  and  association  at  the  Fourth 
World  Conference  on  Women  and  the  associated  NGO  Forum.  The  Administration 
is  committed  to  ensuring  that  relevant  and  competent  NGOs  are  accredited  by  the 
United  Nations.  We  will  also  press  for  them  to  be  permitted  entry  and  full  access 
to  Conference  proceedings. 

Question.  I  understand  that  the  State  Department  earlier  this  month  issued  a  de- 
marche calling  on  the  U.N.  Conference  Secretariat  to  release  a  list  of  NGOs  that 
are  denied  accreditation  to  the  conference,  along  with  the  reasons  for  such  denial. 

Have  you  received  any  response  from  the  U.N.  and  what  will  the  State  Depart- 
ment do  to  follow  up?  Could  you  please  provide  to  me  a  copy  of  any  such  list  which 
you  receive? 

Answer.  Attached  is  a  list,  provided  by  the  U.N.  Conference  Secretariat,  of  those 
NGOs  that  the  Conference  Secretariat  did  not  recommend  for  accreditation  to  the 
Fourth  World  Conference  on  Women  during  the  recently  concluded  meeting  of  the 
U.N.  Commission  on  the  Status  of  Women  (CSW)  meeting  held  in  New  York. 
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The  Conference  Secretariat  determined  that  NGOs,  based  upon  information  avail- 
able prior  to  the  U.N.  Commission  on  the  Status  of  Women  meeting  that  began 
March  15,  could  not  be  accepted  for  accreditation  for  one  of  four  reasons: 

1.  The  organization  was  strictly  local  or  had  provided  no  evidence  of  national  or 
international  membership  or  activities, 

2.  The  objective  and  purpose  of  the  organization  was  either  not  clearly  relevant 
or  seemed  to  be  outside  the  substantive  scope  of  the  Fourth  World  Conference  on 
Women  and  its  preparatory  process, 

3.  There  was  not  enough  information  supplied  in  time  to  enable  the  United  Na- 
tions to  make  its  evaluation, 

4.  The  organization  had  not  demonstrated  that  it  was  well-established  or  bona 
fide,  or  did  not  provide  information  that  it  was  incorporated  in  the  member  State 
in  which  it  is  headquartered. 

This  list  is  annotated  to  indicate  the  reason  or  reasons  why  the  groups  could  not 
be  initially  recommended. 

Assuming  that  the  U.N.  General  Assembly  adopts  the  review  procedure  proposed 
by  the  CSW,  each  one  of  these  groups  will  receive  a  written  communication  from 
the  Conference  Secretariat  for  the  Fourth  World  Conference  on  Women,  listing  the 
reason  or  reasons  the  organization  was  not  recommended.  The  organization  will 
then  have  four  weeks  in  which  to  supply  the  Conference  Secretariat  with  additional 
information  relevant  to  its  accreditation. 

A  final  list  of  NGOs  recommended  for  accreditation  to  the  Fourth  World  Con- 
ference on  Women,  based  upon  previously-supplied  and  new  information,  will  be 
previously-supplied  and  new  information,  will  be  prepared  by  the  Conference  Sec- 
retariat in  June.  It  will  be  forwarded  for  approval  to  the  1995  substantive  session 
of  the  Economic  and  Social  Council,  held  in  Geneva  from  late  June  through  mid- 
July. 
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24  March  1995 


Reasons  for  non-acceptance  of  applications  to  be  proposed 
for  accreditation  to  the  Fourth  World  Conference  on  Women 


Organization  strictly  local,  no  evidence  provided  of  national  or  international 
membership/activities. 

Objective  and  purpose  of  the  organization  was  either  not  clearly  relevant  ox  seemed  to 
be  outside,  the  substantive  scope  of  the  Fourth  World  Conference  on  Women  and  its 
preparatory  process. 

Not  enough  information  supplied  on  time  to  enable  the  Secretariat  to  make  its 
evaluation. 

Not  a  well-established  or  bone  fide  "NGO"  and/or  did  not  provide  information  that  it 
is  an  incorporated  organization  in  the  State  in  which  it  is  headquartered. 


175 


3/20/95  page 

)     ORGANIZATION  NAME:  3H0  FOUNDATION 
COUNTRY  :  USA 


2   ORGANIZATION  NAME:  ACCION  FAMILIAR  VIZCAINA 
COUNTRY  :  SPAIN 


3   ORGANIZATION  NAME:  ACTIEGROEP  ZWARTE  VROUWEN 
COUNTRY  :  THE  NETHERLANDS 


D4 


ORGANIZATION  NAME:  ADVENTIST  DEVELOPMENT  &  RELIEF  AGENCY 
COUNTRY  :  USA 


-»  5   ORGANIZATION  NAME:  ADVENTURES  IN  HEALTH,  EDUCATION  AND  AGRICULTURAL 
3}  DEVELOPMENT  (AHEAD,  INC.) 

"^     COUNTRY  :  USA 


5 

5 


6   ORGANIZATION  NAME:  AGHS  LEGAL  AID  CELL 
COUNTRY  :  PAKISTAN 


ORGANIZATION  NAME:  AIN  O  SALISH  KENDRA 
COUNTRY  :  BANGLADESH 


8   ORGANIZATION  NAME:  AKOSUA  VISIONS 
COUNTRY  :  USA 


9   ORGANIZATION.  NAME:  AL-KHOEI  FOUNDATION 
COUNTRY  :  UNITED  KINGDOM 


S10   ORGANIZATION  NAME:  ALEXANDRIA  FAMILY  PLANNING  ASSOCIATION 
COUNTRY  :  EGYPT 


3> 


11   ORGANIZATION  NAME:  ALLIANCE  ACTION  INC. 
COUNTRY  :  CANADA 


®12   ORGANIZATION  NAME:  ALLIANCE  DEMOCRAT  I  QUE  MELCHIOR  NDADAYE  (ADMN) 
COUNTRY  :  ZAIRE 

_      ORGANIZATION  NAME:  ALMACEN  DE  RECURSOS,  A.C. 
(I      COUNTRY  :  MEXICO 


S 


14   ORGANIZATION  NAME:  AMERICAN  INDIAN  LAW  ALLIANCE 
COUNTRY  :  USA 


D 
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ORGANIZATION  NAME:  ANKUR  SOCIETY  FOR  ALTERNATIVES  FOR  EDUCATION 
COUNTRY  :  INDIA 


16   ORGANIZATION  NAME:  APNALAYA 
~     COUNTRY  :  INDIA 


3) 


17   ORGANIZATION  NAME:  APPROPRIATE  COMMUNICATION  TECHNIQUES  (ACT) 
COUNTRY  :  EGYPT 


18   ORGANIZATION  NAME:  ARTHUR  AND  ELIZABETH  SCHLESINGER  LIBRARY  ON  THE  HISTORY 
OF  WOMEN  IN  AMERICA,  RADCLIFFE  COLLEGE 
{j\         COUNTRY  :  USA 


3> 


19   ORGANIZATION  NAME:  ASIAN  ARTS  COUNCIL 
COUNTRY  :  NORWAY 


20   ORGANIZATION  NAME:  ASIAN  PACIFIC  ENVIRONMENTAL  NETWORK 
COUNTRY  :  USA 


ORGANIZATION  NAME:  ASOCIACION  "VILLEL"  DE  MUJERES 
COUNTRY  :  SPAIN 


22   ORGANIZATION  NAME:  ASOCIACION  ARAGONESA  VILLEL,  DE  PROMOCION  DE  LA  MUJERR 
^     COUNTRY  :  SPAIN 


D 


23   ORGANIZATION  NAME:  ASOCIACION  CANARIA  PROTECCION  INF.  (ACAPI) 
COUNTRY  :  SPAIN 


24  ORGANIZATION  NAME:  ASOCIACION  DE  MUJERES  JURISTAS 
\  ffi  COUNTRY  :  SPAIN  " 

25  ORGANIZATION  NAME:  ASOCIACION  DE  MUJERES  LABIERRE 
\  /TJ  COUNTRY  :  SPAIN 

26  ORGANIZATION  NAME:  ASOCIACION  DE  MUJERES  PARA  LA  CULTURA  AGUSTINA  DE 
v  fT\  ARAGON 

J  tj/  COUNTRY  :  SPAIN 

ORGANIZATION  NAME:  ASOCIACION  DE  PROFESIONALES  PARA  LA  SOLIDARIDAD 

Q\  COUNTRY  :  SPAIN 


28   ORGANIZATION  NAME:  ASOCIACION  DE  TELESPECTADORES  Y  RADIOYENTES  ARAGONESES 
S*\  (ATRA) 

<£/      COUNTRY  :  SPAIN 
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1     JRGANIZATION  NAME:  ASOCIACION  HUNDIAL  DE  RADIOS  COMUNITARIAS  (AMARC),  RED 
^_  INTERNACIONAL  DE  MUJERES  EN  AMARC 

^   COUNTRY  :  CANADA 


D 


30   ORGANIZATION  NAME:  ASOCIACION  VOLUNTARIADO  SAN  JUAN  DE  DIOS 
COUNTRY  :  SPAIN 


31  ORGANIZATION  NAME:  ASR  RESOURCE  CENTER- APPLIED  SOCIE  ECONOMIC  RESEARCH 

«-*  COUNTRY  :  PAKISTAN 

3  2  ORGANIZATION  NAME:  ASSOCIACION  DE  SECRETARIAS  PROFESIONALES  DE  SEVILLA 

—  COUNTRY  :  SPAIN 


3 


3  3   ORGANIZATION  NAME:  ASSOCIATION  BORDEAUX  AFRIQUE  ASIE  SANTE  AMITIE 
COUNTRY  :  FRANCE 


34   ORGANIZATION  NAME:  ASSOCIATION  CAMILLE 
COUNTRY  :  FRANCE 


ORGANIZATION  NAME:  ASSOCIATION  FOR  THE  PROTECTION  OF  THE  ENVIRONMENT 

t-*i          COUNTRY  :  EGYPT 

36  ORGANIZATION  NAME:  ASSOCIATION  LONLON-BEHA 
j>  iff\  COUNTRY  :  BENIN 

37  ORGANIZATION  NAME:  ASSOCIATION  OF  IRANIAN  WOMEN  (USA) 
/J>    COUNTRY  :  USA 


® 


38   ORGANIZATION  NAME:  ASSOCIATION  OF  IRANIAN  WOMEN  IN  THE  UNITED  KINGDOM 
COUNTRY  :  UNITED  KINGDOM 


39   ORGANIZATION  NAME:  ASSOCIATION  OF  WOMEN  CULTURAL  PROMOTION  OF  ROI-ET 
PROVINCE 
COUNTRY  :  THAILAND 


40   ORGANIZATION  NAME:  ASSOCIATION  OF  WOMEN  WRITERS  OF  THE  REPUBLIC  OF  TUVA 
(^\    COUNTRY  :  RUSSIAN  FEDERATION 

ORGANIZATION  NAME:  ASSOCIAZIONE  DELLE  DONNE  DEHOCRATICHE-IRANIANE 

®RESIDENTE  IN  ITALIA 
COUNTRY  :  ITALY 

42   ORGANIZATION  NAME:  ATINA 
f^K  COUNTRY  :  BOLIVIA 
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4.    ORGANIZATION  NAME:  ATLANTIC  COUNTY  ADVISORY  COMMISSION  ON  WOMEN 
COUNTRY  :  USA 


44  ORGANIZATION  NAME:  ATLANTIC  WOMEN'S  FISH  NET 

-*  COUNTRY  :  CANADA 

4  5  ORGANIZATION  NAME:  AUSTRIAN  INFORMATION  SERVICE  FOR  DEVELOPMENT  POLICY 

«r  COUNTRY  :  AUSTRIA 

46  ORGANIZATION  NAME:  AWAKENING  FOUNDATION,  THE 
«r\  COUNTRY  :  TAIWAN 

47  ORGANIZATION  NAME:  BALTISTAN  HEALTH  &  EDUCATION  FOUNDATION   ■   - 
r^  COUNTRY  :  PAKISTAN 

48  ORGANIZATION  NAME:  BANK  OF  UGANDA  AGRICULTURAL  SECRETARIAT 
COUNTRY  :  UGANDA 


ORGANIZATION  NAME:  BARAMBAH  ABORIGINAL  COMMUNITY  CARE  AGENCY  INC. 
COUNTRY  :  AUSTRALIA 


50  ORGANIZATION  NAME:  BEHAVIORAL  SCIENCE  DEPARTMENT,  RAYMOND  WALTERS 
-.  COLLEGE/UNIVERSITY  OF  CINCINNATI 

Q}   COUNTRY  :  USA 

51  ORGANIZATION  NAME:  BHUTAN  WOMEN  AND  CHILDREN  ORGANISATION 
>g*   COUNTRY           :  NEPAL 

52  ORGANIZATION  NAME:  BIFO  (NGO  INFORMATION  CENTRE) 

©COUNTRY  :  SWEDEN 

53  ORGANIZATION  NAME:  BLACK  AMERICANS  FOR  LIFE 
•="S   COUNTRY          :  USA 

54  ORGANIZATION  NAME:  BLACK  WOMEN  AND  EUROPE  NETWORK 
rtf\        COUNTRY           :  THE  NETHERLANDS 

ORGANIZATION  NAME:  BLACK  WOMEN'S  RAPE  ACTION  PROJECT  (BWRAP) 

Q^     COUNTRY  :  UNITED  KINGDOM 

@56   ORGANIZATION  NAME:  BNMCC-BISHOP  NSUGUGA  MEMORIAL  COOMUNITY  CARE 

COUNTRY  :  UGANDA 
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D 


b         ORGANIZATION  NAME:  BRICKS  COMMUNITY  PROJECT 
COUNTRY  :  NAMIBIA 


P 


58   ORGANIZATION  NAME:  BRITISH  VICTIMS  OF  ABORTION 
COUNTRY  :  UNITED  KINGDOM 


59  ORGANIZATION  NAME:  CABRAMATTA  COMMUNITY  CENTRE  (FAIRFIELD  MIGRANT  RESOURCE 
^  CENTRE ) 

J)  COUNTRY  :  AUSTRALIA 

60  ORGANIZATION  NAME:  CALGARY  CHINESE  CULTURAL  SOCIETY 
/-s  COUNTRY           :  CANADA 

61  ORGANIZATION  NAME:  CALIFORNIA  DISPLACED  HOMEMAKERS  NETWORK 
—  COUNTRY            :  USA 

62  ORGANIZATION  NAME:  CAN'T  LIVE  IN  THE  CLOSET 
^j.  COUNTRY           :  PHILIPPINES 

t.  ORGANIZATION  NAME:  CANADA  TIBET  COMMITTEE  (CTC) 

-as  COUNTRY  :  CANADA 


CD 


64   ORGANIZATION  NAME:  CANADIAN  CROSSROADS  INTERNATIONAL 
COUNTRY  :  CANADA 


65   ORGANIZATION  NAME:  CARONDELET  LIFECARE  MINISTRIES 
COUNTRY  :  USA 


0 

66  ORGANIZATION  NAME:  CATHOLIC  CAMPAIGN  FOR  AMERICA,  THE 

©COUNTRY  :  USA 

67  ORGANIZATION  NAME:  CATHOLIC  DIOCESE  OF  YOKOHAMA  SOLIDARITY  WITH  FOREIGNERS 
Q)    COUNTRY           :  JAPAN 

68  ORGANIZATION  NAME:  CATHOLIC  LEAGUE  FOR  RELIGIOUS  AND  CIVIL  RIGHTS 
Q    COUNTRY           :  USA 

ORGANIZATION  NAME:  CATHOLIC  MIGRATION  COMMISSION 

fa  COUNTRY  :  THAILAND 

70   ORGANIZATION  NAME:  CATHPBICS  FOR  A  FREE^OMtJlCE 
CpWRtRY           :JtSX  y*^ 
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■;  3RGANIZATION    NAME:  CENAPLANF-CENTRO    DE    PLANIFICACION 

-^    -    COUNTRY  :  URUGUAY 

72       ORGANIZATION    NAME:  CENTER    FOR    EXPERIENTIAL    LEARNING,    THE 

•j>         COUNTRY  :  USA 


<2> 


73   ORGANIZATION  NAME:  CENTER  FOR  JUSTICE  AND  INTERNATIONAL  LAW  (CEJIL) 
COUNTRY  :  USA 


0 


74   ORGANIZATION  NAME:  CENTER  FOR  NATURAL  AND  TRADITIONAL  MEDICINES  (CNTM) 
COUNTRY  :  USA 


75  ORGANIZATION  NAME:  CENTER  FOR  RESEARCH  ON  WOMEN  WITH  DISABILITJES/BAYLOR 

©COLLEGE  OF  MEDICINE 
COUNTRY  :  USA 

76  ORGANIZATION  NAME:  CENTER  FOR  WOMEN'S  AND  CHILDREN'S  POLICY  RESEARCH 
-.  DEVELOPMENT 

Q)    COUNTRY  :  USA 


7/   ORGANIZATION  NAME:  CENTRE  DES  DROITS  DE  L'HOMME  ET  DU  DROIT  HUMANITAIREZ 
COUNTRY  :  ZAIRE 


<5> 

78  ORGANIZATION  NAME:  CENTRE  FOR  ANALYSIS  &  CHOICE  (CAC) 
-v  £\  COUNTRY           :  BANGLADESH 

79  ORGANIZATION  NAME:  CENTRE  FOR  DALIT  SOLIDARITY 
ft  /JS  COUNTRY            :  INDIA 

80  ORGANIZATION  NAME:  CENTRE1  FOR  HUMAN  EVOLUTION  STUDIES  (CEU) 
/7%  COUNTRY           :  ITALY 


© 


81   ORGANIZATION  NAME:  CENTRE  FOR  RURAL  WOMEN  STUDIES  AND  DEVELOPMENT  IN 
REGION  3 
COUNTRY  :  PHILIPPINES  ■ 


82   ORGANIZATION  NAME:  CENTRE  FOR  SOCIO-ECONOMIC  &  EDUCATIONAL,  EVALUATION, 
CS  f$\  RESEARCH  6  DEVELOPMENT  (CSERD) 

J/    '  COUNTRY  1     TNDTA 


5® 


83   ORGANIZATION  NAME:  CENTRE  FOR  SOCIO-LEGAL  RESEARCH  AND  DOCUMENTATION 
SERVICES  (CSRDS) 
COUNTRY  :  INDIA 
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l  ORGANIZATION  NAME:  CENTRE  FOR  THE  PROMOTION  OF  HUMAN  RIGHTS  AND  THE 
~  PROTECTION  OF  THE  ENVIRONMENT 

(J)  COUNTRY  :  COSTA  RICA 

85  ORGANIZATION  NAME:  CENTRE  FOR  WOMEN'S  AND  CHILDREN'S  POLICY  RESEARCH 
-v  ^  DEVELOPMENT 

i)  K*J  COUNTRY  :  USA 

86  ORGANIZATION  NAME:  CENTRE  FOR  WOMEN,  THE  EARTH,  THE  DEVINE,  THE  (CWED) 
0  COUNTRY  :  USA 

87  ORGANIZATION  NAME:  CENTRE  SAHEL 
->gv  COUNTRY  :  CANADA 

88  ORGANIZATION  NAME:  CENTRO  DE  ESTUDIOS  Y  FAMILIAR  DE  TENERIFE  (CEOF) 
>>  Q  COUNTRY  :  SPAIN 

89  ORGANIZATION  NAME:  CENTRO  DE  PROMOCION  Y  ASESARAMIENTO  SOCIAL 
J)  fT">  COUNTRY  :  BOLIVIA 

90  ORGANIZATION  NAME:  CERAC  SANTE 
h   (J\  COUNTRY  :  GUINEA 

91  ORGANIZATION  NAME:  CESTA  LEON 
3}  COUNTRY  :  SPAIN 


G> 


92   ORGANIZATION  NAME:  CHARITY  SOCIETY  FOR  THE  CARE  OF  THE  ELDERLY 
COUNTRY  :  LIBYAN  ARAB  JAMAHIRIYA 


93  ORGANIZATION  NAME:  CHETNA  ( CENTRE  FOR  HEALTH,  EDUCATION,  TRAINING  AND 
^  NUTRITION  AWARENESS 

\\)  COUNTRY  :  INDIA 

94  ORGANIZATION  NAME:  CHILD  AND  MATERNAL  WELFARE  FEDERATION  OF  KAGOSHIMA 

©PREFECTURE 

COUNTRY  :  JAPAN 

95  ORGANIZATION  NAME:  CHILD  HEALTH  FOUNDATION  (INTERNATIONAL) 
COUNTRY           :  USA 

96  ORGANIZATION  NAME:  CHILDREN'S  FUND  FOR  SOUTHERN  AFRICA,  INC. , 
-*    COUNTRY           :  USA 

<5) 
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9     RGANIZATION  NAME:  CHINESE  WELFARE  ASSOCIATION  NORTHERN  IRELAND 
COUNTRY  :  UNITED  KINGDOM 


D 


98  ORGANIZATION  NAME:  CHURCH  OF  NORWAY  COUNCIL  (REP.  FOR  THE  LUTHERAN  WORLD 

FEDERATION) 
-*j4*r  COUNTRY  :  NORWAY 

99  ORGANIZATION  NAME:  CIABOGA 
-v     COUNTRY  :  SPAIN 

D 

100  ORGANIZATION  NAME:  CITOYENNES  A  PART  ENTIERE 
COUNTRY  :  FRANCE 

j> 

101  ORGANIZATION  NAME:  CLERGY  WOMEN'S  INTERFAITH  INSTITUTE  IN  THE  BERKSHIRES 
■^     COUNTRY  :  USA 

102  ORGANIZATION  NAME:  CLERGYWOMEN ' S  INTERFAITH  INSTITUTE 
\(3S     COUNTRY  :  USA 

10    ORGANIZATION  NAME:  CLUB  "LES  DIX" 
^  (3}  COUNTRY  :  COSTA  RICA 

104  ORGANIZATION  NAME:  CLUB  CULTURAL  ZAYAS 
r\     COUNTRY  :  SPAIN 

105  ORGANIZATION  NAME:  CO-VISION 
COUNTRY  :  CANADA 


9 


106  ORGANIZATION  NAME:  COALITION  OF  UNDER  REPRESENTED  WOMEN  (CUW) 
Zf\         COUNTRY  :  USA 

107  ORGANIZATION  NAME:  COMISSAO  ESTADUAL  DE  MULHERES  TRABALHADORAS  RURAIS  DO 

D/5-\  DEPARTAMENTO  RURAL  DA  CENTRAL  UNICA  DOS  TRABALHADORES 

<3>  COUNTRY  :  BRAZIL 

108  ORGANIZATION  NAME:  COMITE  DE  LA  MUJER  POTOSI 
gN    COUNTRY  :  BOLIVIA 

i     ORGANIZATION  NAME:  COMITE  DE  LUTTE  CONTRE  LA  REPRESSION,  LA  TORTURE  ET 

©POUR  LES  LIBERTES  PUBLIQUES  EN  TUNISIE 
COUNTRY  :  FRANCE 

110   ORGANIZATION  NAME:  COMITE  NACIONAL  PRO-VIDA,  A.C. 
p^\    COUNTRY  :  MEXICO 
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1]     ORGANIZATION  NAME:  COMMITTEE  AGAINST  RELIGIOUS  FUNDAMENTALISM  (CARF) 
T)(j.  COUNTRY  :  NORWAY 

112  ORGANIZATION  NAME:  COMMONWEALTH  ASSOCIATION  FOR  THE  EDUCATION  AND  TRAINING 

@OF  ADULTS 
COUNTRY  :  ZIMBABWE 

113  ORGANIZATION  NAME:  COMMONWEALTH  HUMAN  ECOLOGY  COUNCIL  (CHEC) 

®,  COUNTRY  :  UNITED  KINGDOM 

114  ORGANIZATION  NAME:  COMMONWEALTH  YOUTH  PROGRAMME:  ASIA  CENTRE 
SQ      COUNTRY  :  INDIA 

115  ORGANIZATION  NAME:  COMMUNICACION,  INTERCAMBIO  Y  DESARROLLO  HUMANO  EN 
-  /-\  AMERICA  LATINA  (CIDHAL)  A.C. 

i)Vi)  COUNTRY  :  MEXICO 

116  ORGANIZATION  NAME:  COMMUNICATION  FOR  CHANGE,  INC. 
>3)    COUNTRY  :  USA 

11/   ORGANIZATION  NAME:  COMMUNITY  COLLEGE  OF  DENVER 
/"ft    COUNTRY  :  USA 

118  ORGANIZATION  NAME:  COMMUNITY  DEVELOPMENT  ASSOCIATION  MATRI 
-\  fi\    COUNTRY  :  EGYPT 

119  ORGANIZATION  NAME:  COMPANEP.OS  DE  LAS  AMERICAS 
J\      COUNTRY  :  ECUADOR 


B 


120   ORGANIZATION  NAME:  COMPREHENSIVE  CARE  ASSOCIATION 
COUNTRY  :  EGYPT 


D 


121   ORGANIZATION  NAME:  CONCERNED  WOMEN  FOR  AMERICA 
COUNTRY  :  USA 


122   ORGANIZATION  NAME:  CONFEDERATION  OF  VOCATIONAL  UNIONS 
/Sk     COUNTRY  :  NORWAY 

ORGANIZATION  NAME:  CONGRESSIONAL  RESEARCH  AND  TRAINING  SERVICE  (CRTS) 
■Ok    COUNTRY  :  PHILIPPINES 


© 


124   ORGANIZATION  NAME:  CONNECTIVE  MINISTRIES 
COUNTRY  :  USA 
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.2L  RGANIZATION  NAME:  CONRAD  PROGRAM 

j\  COUNTRY  :  USA 

L26  ORGANIZATION  NAME:  CONSELL  NACIONAL  DE  DONES  DE  CATALUNYA 

,"\  COUNTRY  :  SPAIN 

127  ORGANIZATION  NAME:  CONVERGIENCA  CIVICO  POLITICA  DE  LA  MUJERES 
»/q\  COUNTRY  :  GUATEMALA 

128  ORGANIZATION  NAME:  COOPERATION  SOCIAL 
N  COUNTRY  :  SPAIN 

129  ORGANIZATION  NAME:  COOPERATIVE  DE  BRODERIE  ET  DE  L'ARTISANAT  DE  CHICONI 
*  COUNTRY  :  MADAGASCAR 

130  ORGANIZATION  NAME:  COORDINADORA  DE  LA  MUJER  POTOSI 
Tk  COUNTRY  :  BOLIVIA 

IT  ORGANIZATION  NAME:  COORDINATIEPUNT  MONDIAAL  VROUWENWERK  (CMV) 

>  COUNTRY  :  THE  NETHERLANDS 

132  ORGANIZATION  NAME:  CORPORACION  CAMINOS 
TS  COUNTRY  :  COLOMBIA 

133  ORGANIZATION  NAME:  COSPAM  /  ONG   -   CENTRE  D'OEUVRES  SOCIALES  ET  PARA- 
~  MEDICALES 

2)  COUNTRY  :  ZAIRE 

134  ORGANIZATION  NAME:  COTIDIANO  MUJER 
COUNTRY  :  URUGUAY 


P 


135   ORGANIZATION  NAME:  COUNCIL  OF  ADULT  EDUCATION 
COUNTRY  :  AUSTRALIA 


3> 


136   ORGANIZATION  NAME:  COUNTRY  WOMEN  ASSOCIATION  OF  NIGERIA-ANAMRRA  STATE 
rj\        COUNTRY  :  NIGERIA 


Qy 


ORGANIZATION  NAME:  COVINGTON  COMMUNITY  CENTER 
COUNTRY  :  USA 


138^  ORGANIZATION  NAME:  CRISIS  PSYCHOLOGICAL  CENTER  FOR  WOMEN 
COUNTRY  :  RUSSIAN  FEDERATION 
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13'.   jRGANIZATION  NAME:  CULTURAL  ASSOCIATION  "LA  NOSTRA  ILLA" 

fi\      COUNTRY  :  SPAIN 

140   ORGANIZATION  NAME:  DEMOCRATIC  IRANIAN  WOMEN  ASSOCIATION 

-^\   COUNTRY  :  THE  NETHERLANDS 


141   ORGANIZATION  NAME:  DEMOGRAPHIC  &  HEALTH  SURVEYS  (DHS)  PROGRAM,  MACRO 
INTERNATIONAL  INC. 
COUNTRY  :  USA 


S> 


142  ORGANIZATION  NAME:  DEPARTMENT  ON  WOMEN'S  RESEARCHES  OF  THE  ARISTOTLE 
,-y  UNIVERSITY  OF  THESSAIONIKI 

3)    COUNTRY  :  GREECE 

143  ORGANIZATION  NAME:  DESER  -  DEPARTAMENTO  SINDICAL  DE  ESTUDOS  RURAIS 
COUNTRY           :  BRAZIL 


© 


144  ORGANIZATION  NAME:  DEVELOPMENT  COMMUNICATION  INDIA 
-j\  COUNTRY           :  INDIA 

145  ORGANIZATION  NAME:  DEVELOPMENT  COORDINATION  NETWORK  COMMITTEE  TRUST  (DCNC 
_  TRUST) 

J/  COUNTRY  :  INDIA 

146  ORGANIZATION  NAME:  DEVELOPMENT  OF  PEOPLE'S  FOUNDATION 
/"TV  COUNTRY           :  PHILIPPINES 

147  ORGANIZATION  NAME:  DIANA  FOUNDATION,  INC.,  THE 
ST\  COUNTRY            :  USA 


148   ORGANIZATION  NAME:  DIRECCION  NACIONAL  DE  LA  MUJER  (DINAMU)  MINISTERIO  DE 
BIENESTAP.  SOCIAL-ECUADOR 
COUNTRY  :  ECUADOR 


© 


149   ORGANIZATION  NAME:  DISHA  TRUST 
^    COUNTRY  :  INDIA 

3r"   ORGANIZATION  NAME:  EARTH  AND  SPACE  SCIENCE  &  TECHNOLOGY 
COUNTRY  :  EGYPT 


is: 


151   ORGANIZATION  NAME:  EARTHWAYS  PROJECTS  OF  EARTH  TRUST  FOUNDATION 
COUNTRY  :  USA 
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15     RGANIZATION  NAME:  EDUCACION,  CULTURA  Y  ECOLOGIA  A.C. 

"T\        COUNTRY  :  MEXICO 

153  ORGANIZATION  NAME:  EDUCATION  FOR  CHASTITY-FAMILY  SUPPORT  GROUP 
ff\      COUNTRY  :  IRELAND 

154  ORGANIZATION  NAME:  EDUCHILD  FOUNDATION,  INC. 
/-*   COUNTRY  :  PHILIPPINES 

155  ORGANIZATION  NAME:  EGYPTIAN  PACKAGING  DEVELOPMENT  ASSOCIATION  (EPDA) 
/r>   COUNTRY  :  EGYPT 

156  ORGANIZATION  NAME:  EKTA                                        .   . 
COUNTRY  :  INDIA 


® 


157  ORGANIZATION  NAME:  EL  CLOSET  DE  SOR  JUANA 

/•JN  COUNTRY           :  MEXICO 

If  ORGANIZATION  NAME:  ELLE-MAISON  DES  TRAVAILLEURS  DE  TURQUIE 

SI  COUNTRY           :  FRANCE 

159  ORGANIZATION  NAME:  ELLES  SONT  POUR 
/^  COUNTRY           :  FRANCE 

160  ORGANIZATION  NAME:  ELLIOT  INSTITUTE  FOR  SOCIAL  SCIENCES  RESEARCH 
/*T\  COUNTRY           :  USA 

161  ORGANIZATION  NAME:  EMBLA  -  THE  WOMANSHIP  ROW  FOR  PEACE 
COUNTRY           :  NORWAY 


® 


162   ORGANIZATION  NAME:  ENDEAVOUR  FORUM 
COUNTRY  :  AUSTRALIA 


Q> 


163   ORGANIZATION  NAME:  ENDOMETRIOSIS  ASSOCIATION  ••■ 
COUNTRY  :  USA 


® 


164  ORGANIZATION  NAME:  EQUAL  EARTH 

•  COUNTRY  :  UNITED  KINGDOM 

165  ORGANIZATION  NAME:  EQUAL  OPPORTUNITIES  OMBUDSMAN 
/pv  COUNTRY           :  SWEDEN 
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16     JRGANIZATION  NAME:  EQUALITIES  OFFICE  (WOMEN'S  TEAM), LONDON  BOROUGH  OF 

3HOUNSLOW 
COUNTRY  :  UNITED  KINGDOM 

167   ORGANIZATION  NAME:  ERA  ECOLOGIAL  RIGHTS  ASSOCIATION 
COUNTRY  :  CANADA 


D© 


168  ORGANIZATION  NAME:  ESTUDIANTES  GALLEGOS  PARA  LA  AYUDA  SOCIAL  (EGAS) 
*?}   COUNTRY           :  SPAIN 

169  ORGANIZATION  NAME:  EUMENICAL  TRAINING  AND  CONSULTANCY  CENTRE/DEV.  & 

-w  ENVIRONMENT  DEPT.  OF  THE  CHRISTIAN  COUNCIL  OF  GHANA 

j}    COUNTRY  :  GHANA 

170  ORGANIZATION  NAME:  EUROPEAN  NETWORK  FOR  WOMEN'S  RIGHT  TO  ABORTION  AND 
•^  CONTRACEPTION-FRANCE 

3)         COUNTRY  :  FRANCE 

171  ORGANIZATION  NAME:  F.E.A.  SECOURS  AUX  FUTURES  MERES 
/|»    COUNTRY           :  FRANCE 

172  ORGANIZATION  NAME:  FACULTY  OF  AGRICULTURE/ALEXANDRIA  UNIVERSITY 
*-w    COUNTRY           :  EGYPT 

173  ORGANIZATION  NAME:  FAMIGLIE  NUOVE  -  DIRAMAZIONE  DEL  MOVIEMENTO  DEI 

®FOCOLARI  (P.A.F.O.M.) 

COUNTRY  :  ITALY 

174  ORGANIZATION  NAME:  FAMILY  DAY  CARE  ASSOCIATION  QUEENSLAND  INC. 
^-s   COUNTRY           :  AUSTRALIA 

175  ORGANIZATION  NAME:  FAMILY  LIFE  COUNCIL,  INC. 
/-k   COUNTRY          :  USA 

G> 

176  ORGANIZATION  NAME:  FARR  (FRIENDS'  ASSOCIATION  .FOR  RURAL  RECONSTRUCTION) 

©COUNTRY  :  INDIA 

177  ORGANIZATION  NAME:  FEDERACION  DEPARTMENTAL  DE  COOPERATIVAS  MINERAS  DE  LA 

PAZ  (FEDECOMIN) 

^    COUNTRY  :  BOLIVIA 

178  ORGANIZATION  NAME:  FEDERACION  ESPANOLA  DE  ASOCIACIONES  PRO  VIDA 
COUNTRY           :  SPAIN 


® 
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1     ORGANIZATION  NAME:  FEDERACION  JUNTAS  VECINALES  (FEJUVE) 
fTN   COUNTRY  :  BOLIVIA 

180  ORGANIZATION  NAME:  FEDERACION  NACIONAL  DE  COOPERATIVAS  MINERAS  DE  BOLIVIA 
^^  (FENCOMIN) 

(A)       COUNTRY  :  BOLIVIA 

181  ORGANIZATION  NAME:  FEDERACION  UNICA  DE  ORGANACIONES  POPULARES  DE  MUJERES 
■».  /-^  DE  EL  ALTO 

0(3)  COUNTRY  :  BOLIVIA 

182  ORGANIZATION  NAME:  FEMMES  MEDIAS  DEVELOPPEMENT 
r\    COUNTRY  :  FRANCE 

183  ORGANIZATION  NAME:  FIELDING  INSTITUTE,  THE 
fs    COUNTRY  :  USA 

184  ORGANIZATION  NAME:  FLARE  (FAMILY,  LIFE,  AMERICA,  RESPONSIBLE  EDUCATION) 
.*■>    COUNTRY  :  USA 

185  ORGANIZATION  NAME:  FORJA  -  FEDERACION  DE  ORGANIZATINES  Y  JUNTAS 
AMBIENTALISTAS  DE  VENEZUELA 

COUNTRY  :  VENEZUELA 


© 

186 

<S> 

187 

3 

188 

® 

189 


186  ORGANIZATION  NAME:  FORO  DE  ASOCIACIONES  PARA  LA  CONFERENCIA  MUNDIAL  DE  LA 
MUJER 

COUNTRY  :  SPAIN 

187  ORGANIZATION  NAME:  FORO  NACIONAL  PERMANENTE  DE  LA  MUJER  ECUATORIANA 
COUNTRY  :  BOLIVIA 

188  ORGANIZATION  NAME:  FRAUEN  FUR  DOMOKRATIE  IM  IRAN  E.V. 
COUNTRY  :  GERMANY 

189  ORGANIZATION  NAME:  FRIENDS'  ASSOCIATION  FOR  RURAL  RECONSTRUCTION,  MUNIGUDA 
PROJECT 


ORGANIZATION  NAME:  FUND  FOR  NEW  PRIORITIES  IN  AMERICA 
.  COUNTRY  :  USA 

191   ORGANIZATION  NAME:  FUNDACION  CULTURAL  MAR  DEL  PLATA 
fn\      COUNTRY  :  ARGENTINA 
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© 


ORGANIZATION  NAME:  FUNDACION  DE  ESTUDIOS  SOBRE  LA  MUJER 
COUNTRY  :  MEXICO 


193   ORGANIZATION  NAME:  FUNDACION  HONTANAR 
COUNTRY  :  SPAIN 


Q 


194  ORGANIZATION  NAME:  FUNDACION  SI  A  LA  VIDA 
^-   COUNTRY  :  EL  SALVADOR 

195  ORGANIZATION  NAME:  GANDHI  PEACE  CENTRE 
COUNTRY  :  INDIA 


@ 


196  ORGANIZATION  NAME:  GANDHIAN  UNIT  FOR  INTEGRATED  DEVELOPMENT. EDUCATION 
/^S   COUNTRY  :  INDIA 

197  ORGANIZATION  NAME:  GAZA  COMMUNITY  MENTAL  HEALTH  PROGRAMME 
^   COUNTRY  :  ISRAEL 

1     ORGANIZATION  NAME:  GETTING  IT  GAZETTE 

/     COUNTRY  :  USA 

{3/ 

199  ORGANIZATION  NAME:  GLOBAL  BLACK  WOMEN'S  NETWORK 
JN/£)   COUNTRY  :  USA 

200  ORGANIZATION  NAME:  GLOBAL  FOCUS:  WOMEN  IN  ART  AND  CULTURE 
/PS  COUNTRY  :  USA 

201  ORGANIZATION  NAME:  GLOBAL  INTERACTIVE  MARKETING,  LTD.  (FORMERLY  NU-GRAPHIC 
/Tv/PX  DESIGN,  A  NEW  YORK  CORP.) 

Vi^^l/ COUNTRY  :  USA 

202  ORGANIZATION  NAME:  GLOBE  INTERNATIONAL 
COUNTRY  :  JAPAN 


20 

® 


203   ORGANIZATION  NAME:  GOOD  KARMA  INC. 
COUNTRY  :  USA 


W 


ORGANIZATION  NAME:  GRAM  VIKAS  SAMSTHA 
COUNTRY  :  INDIA 


205   ORGANIZATION  NAME:  GROUPE  D' ETUDES  POUR  LA  DEVELOPPEMENT  SOCIO-ECOMIQUE 
^\/C\  (GEDESE) 

ijVlJ      COUNTRY  :  PORTUGAL 
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2C     JRGANIZATION  NAME:  GRUPO  DE  ESTUDIOS  SOBRE  LA  MUJER  "ROSARIO  CASTELLANOS' 

Q)   COUNTRY  :  MEXICO 

207   ORGANIZATION  NAME:  GRUPO  OPINION  PUBLICA  ASOCIACION  CIVIL 

COUNTRY  :  MEXICO 


© 


208  ORGANIZATION  NAME:  GUILD  OF  SERVICE — DELHI  BRANCH 
rj\   COUNTRY           :  INDIA 

209  ORGANIZATION  NAME:  GULLAH  HERITAGE  SOCIETY 
COUNTRY            :  USA 


© 

210 


210   ORGANIZATION  NAME:  HABITIERRA-CENTER  OF  STUDIES  AND  TECHNOLOGY  FOR  ANDEAN 
SETTLEMENT 
COUNTRY  :  ECUADOR 


211   ORGANIZATION  NAME:  HIGHLANDER  RESEARCH  AND  EDUCATION  CENTER 
COUNTRY  :  USA 


<? 


212   ORGANIZATION  NAME:  HMONG  NATIONAL  DEVELOPMENT,  INC. 

©COUNTRY  :  USA 


213   ORGANIZATION  NAME:  HOPE  FOR  WOMEN 
COUNTRY  :  ETHIOPIA 


® 


214  ORGANIZATION  NAME:  HUMAN  LIFE  INTERNATIONAL  SWITZERLAND 

@   """"  :  aa~' 

215  ORGANIZATION  NAME:  HUMAN  RIGHTS  IN  CHINA  (HRIC) 
/^S   COUNTRY  :  USA 

216  ORGANIZATION  NAME:  INDEPENDENT  FILMS  &  VIDEO  FILMS  PRODUCERS  "TATYANA" 
COUNTRY  :  REPUBLIC  OF  BELARUS 


8> 

217 

0 


217   ORGANIZATION  NAME:  INDESO-MUJER 
COUNTRY  :  ARGENTINA 

ORGANIZATION  NAME:  INSTITUTE  FOR  ENVIRONMENTAL  STUDIES/UNIVERSITY  OF 

WISCONSIN-MADISON 
COUNTRY  :  USA 


219   ORGANIZATION  NAME:  INSTITUTE  FOR  URBAN  RESEARCH/MORGAN  STATE  UNIVERSITY 
.COUNTRY         _  :  USA 


<Tl/5Y 
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2:     ORGANIZATION  NAME:  INSTITUTE  LABORAL  PARA  DESARROLLO  REGIONAL  (ILDER) 
(\.      COUNTRY  :  PERU 

221  ORGANIZATION  NAME:  INSTITUTE  OF  SISTERS  OF  MERCY  OF  THE  AMERICAS 
Q\   COUNTRY  :  USA 

222  ORGANIZATION  NAME:  INSTITUTE  OF  WOMEN'S  LAW,  DEPARTMENT  OF  PUBLIC  LAW, 

©UNIVERSITY  OF  OSLO 
COUNTRY  :  NORWAY 

22  3   ORGANIZATION  NAME:  INSTITUTO  CANARIO  DE  LA  MUJER 
S7\       COUNTRY  :  SPAIN 

224  ORGANIZATION  NAME:  INTERNATIONAL  ASSOCIATION  FOR  WOMEN'S  RIGHTS  & 

©SOLIDARITY  WITH  IRANIAN  WOMEN 
COUNTRY  :  FRANCE 

225  ORGANIZATION  NAME:  INTERNATIONAL  CAMPAIGN  DEFENSE  OF  WOMEN'S  RIGHTS  IN 
IRAN 

COUNTRY  :  AUSTRIA 


226 


226   ORGANIZATION  NAME:  INTERNATIONAL  CAMPAIGN  FOR  TIBET 
COUNTRY  :  USA 


227  ORGANIZATION  NAME:  INTERNATIONAL  CENTRE  FOR  INTEGRATED  MOUNTAIN 

DEVELOPMENT  (ICIMOD) 

IbO  .   COUNTRY  :  NEPAL 

228  ORGANIZATION  NAME:  INTERNATIONAL  COMMITTEE  OF  LAWYERS  FOR  TIBET  (ICLT) 
/T\        COUNTRY           :  USA 

229  ORGANIZATION  NAME:  INTERNATIONAL  LEADERSHIP  INSTITUTE 
COUNTRY          :  USA 


@>® 


230   ORGANIZATION  NAME:  INTERNATIONAL  NETWORK  OF  WOMEN  OF  COLOR  IN  PREPARATION 

/avflS  FOR  THE  FOURTH  WORLD  CONFERENCE  ON  WOMEN 

\3)\$)   COUNTRY  :  USA 

ORGANIZATION  NAME:  INTERNATIONAL  UNION  FOR  LAND  VALUE  TAXATION  AND  FREE 

r  TRADE 

{£/         COUNTRY  :  UNITED  KINGDOM 

232   ORGANIZATION  NAME:  INTERNATIONAL  WOMEN'S  DEMOCRACY  CENTER  (IWDC) 

COUNTRY  :  USA 


© 


91-153  0-95-7 
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21    JRGANIZATION  NAME:  INTERNATIONAL  WOMEN'S  HUMAN  RIGHTS  LAW  CLINIC  (IWHR) 
COUNTRY  :  USA 


<3 


234  ORGANIZATION  NAME:  INTERNATIONAL  WOMEN'S  HUMAN  RIGHTS  PROJECT  OF  THE 
■\/«  CENTER  FOR  LAW  &  PUBLIC  POLICY/ST.  JOHN'S  UNIV  OF  LAW 
L)(i)  COUNTRY  :  USA 

235  ORGANIZATION  NAME:  IPAS  (INTERNATIONAL  PROJECTS  ASSISTANCE  SERVICES) 
^/TV  COUNTRY  :  USA 

236  ORGANIZATION  NAME:  IRANIAN  LIBERTARIAN  WOMEN'S  ASSOCIATION 
COUNTRY  :  NORWAY 


® 


237  ORGANIZATION  NAME:  IRANIAN  WOMEN'S  ASSOCIATION  FOR  DEMOCRACY  AND  HUMAN 
/J>  RIGHTS 

\j)        COUNTRY  :  NORWAY 

238  ORGANIZATION  NAME:  IRANSKA  KVINNOSAMFUNDET  I  SVERIGET 
COUNTRY  :  SWEDEN 


23' 
24C 

® 

24 
24 

© 

243 


239   ORGANIZATION  NAME:  ISLAMIC  EL-EMAN  &  ALALM  ORGANIZATION 
COUNTRY  :  EGYPT 


240  ORGANIZATION  NAME:  ISLAMIC  FOUNDATION  OF  GREAT  BRITAIN  &  IRELAND 
COUNTRY  :  UNITED  KINGDOM 

241  ORGANIZATION  NAME:  ISLAMIC  SOCIETY  OF  NORTH  AMERICA 
COUNTRY  :  USA 


242   ORGANIZATION  NAME:  JA  ZUM  LEBEN  -  SCHWEIZ 
COUNTRY  :  SWITZERLAND 


24  3   ORGANIZATION  NAME:  JAPANESE  NURSING  ASSOCIATION 
COUNTRY  :  JAPAN 


244  ORGANIZATION  NAME:  JOHN  HOPKINS  UNIVERSITY  CENTER  FOR  COMMUNICATION 
/2?r\  PROGRAMS  (JHU/CCP) 

U)  '«y  COUNTRY  :  USA 

245  ORGANIZATION  NAME:  JOHN  SNOW,  INC.  RESEARCH  &  TRAINING  INSTITUTE 
fjK        COUNTRY           :  USA 

246  ORGANIZATION  NAME:  K.L.E.A.R.  (KILBARRACK  LOCAL  EDUCATION  FOR  ADULT 
rr$  RENEWAL) 
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COUNTRY  :  IRELAND 

247  ORGANIZATION  NAME:  KAISA  PARA  SA  KAUNLARAN,  INC. 
/j\   COUNTRY  :  PHILIPPINES 

248  ORGANIZATION  NAME:  KAMPALA  DISTRICT  WOMEN  ENVIRONMENTAL  ASSOCIATION 
JV  fi\    COUNTRY  :  UGANDA 

249  ORGANIZATION  NAME:  KARAMAH:  MUSLIM  WOMEN  LAWYERS  COMMITTEE  FOR  HUMAN 
Jv/£\  RIGHTS,  INC. 

iy\V    COUNTRY  :  USA 

250  ORGANIZATION  NAME:  KAZEM  RAJAVI  INTERNATIONAL  ORGANIZATION  FOR  DEFENSE  OF 
J>  HUMAN  RIGHTS  WOMEN  COMMITTEE 

Z/         COUNTRY  :  FRANCE  •   - 

251  ORGANIZATION  NAME:  KENTUCKY  COMMISSION  ON  HUMAN  RIGHTS 
r*\       COUNTRY  :  USA 

25"1   ORGANIZATION  NAME:  KENYA  ALLIANCE  FOR  ADVOCACY  ON  CHILDREN  RIGHTS 
fZ.  COUNTRY  :  KENYA 

253   ORGANIZATION  NAME:  KOMMUNISTISCHE  PARTEI  OSTERREICHS 
COUNTRY  :  AUSTRIA 


<3> 


254  ORGANIZATION  NAME:  KOREAN  COUNCIL  FOR  THE  WOMEN  DRAFTED  FOR  MILITARY 
^  SEXUAL  SLAVERY  BY  JAPAN 

^2/  COUNTRY           :  KOREA 

255  ORGANIZATION  NAME:  KOSGORO  (KESATUAN  ORGANISASI  SERBAGUNA  GOTONG  ROYONG) 
KS  COUNTRY           :  INDONESIA 

256  ORGANIZATION  NAME:  KUWAIT  ENVIRONMENT  PROTECTION  SOCIETY 
COUNTRY           :  KUWAIT 


® 


257   ORGANIZATION  NAME:  KYONGSANGBUK-DO  PROVINCIAL 'COUNCIL  OF  WOMEN/DIVISION  OF 

©WOMEN'S  WELFARE 

COUNTRY  :  KOREA 

ORGANIZATION  NAME:  LEADERSHIP  CONFERENCE  FOR  U.S.  DOMINICAN  RELIGIOUS 

,     COUNTRY  :  USA 

(£> 

259   ORGANIZATION  NAME:  LEAGUE  OF  IRANIAN  WOMEN 

S%\      COUNTRY  :  FRANCE 
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2£  ORGANIZATION  NAME:  LEFO 

ff.  COUNTRY           :  AUSTRIA 

261  ORGANIZATION  NAME:  LEFTWING  WOMEN  (FINLAND) 
S£./j\  COUNTRY  :  FINLAND 

262  ORGANIZATION  NAME:  LEGAL  AID  AND  CONSULTANCY  CENTER  ( LACC ) 
/TN  COUNTRY           :  NEPAL 

263  ORGANIZATION  NAME:  LEGAL  RESEARCH  AND  RESOURCE  CENTER  FOR  HUMAN  RIGHTS 
/^  COUNTRY            :  EGYPT 

264  ORGANIZATION  NAME:  LEGAL  RESEARCH  AND  RESOURCE  DEVELOPMENT  CENTRE 
■JTv  COUNTRY           :  NIGERIA 

265  ORGANIZATION  NAME:  LEGION  OF  GOOD  WILL 
^.  COUNTRY           :  USA 

2  ORGANIZATION  NAME:  LEPROSY  MISSION,  THE 

r>  COUNTRY           :  BANGLADESH 

267  ORGANIZATION  NAME:  LIGUE  LIBANAISE  DES  DROITS  DE  L'HOMME 
.— .  COUNTRY           :  FRANCE 

268  ORGANIZATION  NAME:  LOK  SHAKTI 
^-v  COUNTRY           :  INDIA 

269  ORGANIZATION  NAME:  LORAIN  COUNTY  COMMUNITY  COLLEGE-WOMEN'S  LINK 
>->.  COUNTRY           :  USA 

270  ORGANIZATION  NAME:  LOVE  AND  CARE 

©COUNTRY  :  INDIA 

271  ORGANIZATION  NAME:  MAAROUF  SAAD  SOCIAL  AND  CULTURAL  FOUNDATION,  THE 
s^.  COUNTRY           :  LEBANON 

272  ORGANIZATION  NAME:  MADRES  DE  DESAPARECIDOS  DE  LEDESMA,  JUJUY 
COUNTRY           :  ARGENTINA 

273  ORGANIZATION  NAME:  MAJORITY  PEOPLES'  FUND  FOR  THE  21ST  CENTURY 
f^v  COUNTRY           :  USA 
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2'     ORGANIZATION  NAME:  MANAVLOK 
COUNTRY  :  INDIA 


© 


275  ORGANIZATION  NAME:  MARIAN  COLLEGE 
fj\         COUNTRY           :  USA 

276  ORGANIZATION  NAME:  MARQUIS  PROJECT,  THE 
/X  /TN  COUNTRY            :  CANADA 

277  ORGANIZATION  NAME:  MASSACHUSETTS  CITIZENS  FOR  LIFE,  INC.  (MCFL) 
T\           COUNTRY           :  USA 

278  ORGANIZATION  NAME:  MENTAL  HEALTH  ASSOCIATION  OF  SOUTH  CENTRAL  .KANSAS 
COUNTRY           :  USA 


D 


279   ORGANIZATION  NAME:  MICRONUTRIENT  INITIATIVE 
COUNTRY  :  CANADA 


35 


2?         ORGANIZATION  NAME:  MILJOPARTIET  DE  GRONA  (GREEN  PARTY  OF  SWEDEN) 

/S     COUNTRY  :  SWEDEN 

281  ORGANIZATION  NAME:  MINNESOTA  ADVOCATES  FOR  HUMAN  RIGHTS 
,-v     COUNTRY           :  USA 

282  ORGANIZATION  NAME:  MINNESOTA  INTERNATIONAL  CENTER  (MIC) 
f-\    COUNTRY           :  USA 

283  ORGANIZATION  NAME:  MIRA  -  RESOURCE  CENTRE  FOR  BLACK,  IMMIGRANT  AND  REFUGEE 

©WOMEN 

COUNTRY  :  NORWAY 

284  ORGANIZATION  NAME:  MIRA  MED  INSTITUTE 
COUNTRY            :  USA 


@> 


285   ORGANIZATION  NAME:  MISSION  CONGREGATION  OF  THE  SERVANTS  OF  THE  HOLY  SPIRIT 

a   COUNTRY  :  PHILIPPINES 

ORGANIZATION  NAME:  MISSOURI  WOMEN'S  COUNCIL 

\COUNTRY  :  USA 

287   ORGANIZATION  NAME:  MODERN  WOMEN'S  FOUNDATION 

\ COUNTRY  :  TAIWAN 


G& 
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2     ORGANIZATION  NAME:  MORAL  RE-ARMAMENT,  INC. 
A,   COUNTRY  :  USA 

289  ORGANIZATION  NAME:  MOVIMIENTO  ECUMENICO  POR  LOS  DERECHOS  HUMANOS  ( MEDH ) 
/-^v   COUNTRY  :  ARGENTINA 

290  ORGANIZATION  NAME:  MUJER 
r7\      COUNTRY  :  BOLIVIA 

291  ORGANIZATION  NAME:  MUJER  IGUALDA  Y  LUCHA  ASOCIACION  CIVIL 
:OUNTRY  :  MEXICO 


©$* 


292  ORGANIZATION  NAME:  MUJERES  DE  COAHUILA,  A.C. 
fCJS  COUNTRY           :  MEXICO 

293  ORGANIZATION  NAME:  MUKTI  DHARA  SANSTHAN 
/^S  COUNTRY           :  INDIA 

?  ORGANIZATION  NAME:  MULTICULTURAL  FAMILY  AND  YOUTH  FOUNDATION 

/^  COUNTRY           :  USA 

295  ORGANIZATION  NAME:  NAIROBI  DEAF  WOMEN  SELF  HELP  PROJECT 

COUNTRY  :  KENYA 


© 

29 


296   ORGANIZATION  NAME:  NAMIBIAN  WOMEN'S  SOLIDARITY  WITH  THE  PEOPLE  OF  CUBA- 
ANGOLA  AND  SOUTH  AFRICA 
COUNTRY  :  NAMIBIA 


© 


297   ORGANIZATION  NAME:  NARIGRANTHA  PRABARTANA 
COUNTRY  :  BANGLADESH 


298  ORGANIZATION  NAME:  NATIONAL  ASSOCIATION  OF  HUMAN  RIGHTS  WORKERS  (NAHRW) 
0»  COUNTRY  :  USA 

299  ORGANIZATION  NAME:  NATIONAL  ASSOCIATION  OF  WORLD  SHOPS 
i^l  COUNTRY  :  THE  NETHERLANDS 


(i- 


ORGANIZATION  NAME:  NATIONAL  COALITION  BUILDING  INSTITUTE 
COUNTRY  :  USA 


301   ORGANIZATION  NAME:  NATIONAL  COMMITTEE  OF  WOMEN  FOR  DEMOCRATIC  IRAN 
/Zfi        COUNTRY  :  USA 
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3     ORGANIZATION  NAME:  NATIONAL  COUNCIL  OF  JAMAICANS  AND  SUPPORTIVE 

©ORGANIZATIONS  IN  CANADA  INC. 
COUNTRY  :  CANADA 


303   ORGANIZATION  NAME:  NATIONAL  COUNCIL  ON  FAMILY  RELATIONS 
1> 


_j,   ,  COUNTRY  :  USA 


304   ORGANIZATION  NAME:  NATIONAL  HISPANIC  COUNCIL  ON  AGING  (NHCOA) 
COUNTRY  :  USA 


Q 


305  ORGANIZATION  NAME:  NATIONAL  LATINA  HEALTH  ORGANIZATION 
(j^   COUNTRY  :  USA 

306  ORGANIZATION  NAME:  NATIONAL  LEAGUE  OF  CITIES 
COUNTRY  :  USA 


3> 

30 

© 

30 

© 


307   ORGANIZATION  NAME:  NATIONAL  LIBYAN  SOCIETY  FOR  DRUGS  CONTROL 
.COUNTRY  :  LIBYAN  ARAB  JAMAHIRIYA 


ORGANIZATION  NAME:  NATIONAL  ORGANIZATION  FOR  WOMEN  IN  TAIWAN 
COUNTRY  :  TAIWAN 


309   ORGANIZATION  NAME:  NATIONAL  ORGANIZATION  OF  CATHOLIC  HOME  EDUCATORS 
(NACHE) 
COUNTRY  :  USA 


310   ORGANIZATION  NAME:  NATIONAL  PLATFORM  FOR  WOMEN  OVER  50 
COUNTRY  :  THE  NETHERLANDS 


® 


311  ORGANIZATION  NAME:  NATIONAL  YOUTH  COUNCIL 
,-v  |f>  COUNTRY           :  NAMIBIA 

312  ORGANIZATION  NAME:  NATIVE  AMERICAN  COMMUNITY  BOARD 

0    COUNTRY  :  USA 

313  ORGANIZATION  NAME:  NETWORK  OF  SEXWORK  PROJECTS 
COUNTRY           :  UNITED  KINGDOM 


(25 
CD 


ORGANIZATION  NAME:  NEW  CAUSE 
COUNTRY  :  INDIA 


315   ORGANIZATION  NAME:  NEW  SUDAN  WOMEN  SOCIETY 
COUNTRY  :  KENYA 
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31     RGANIZATION  NAME:  NEW  WOMEN  RESEARCH  AND  STUDY  CENTER 

,  .»  COUNTRY  :  EGYPT 

317  ORGANIZATION  NAME:  NIGERIAN  ASSOCIATION  OF  UNIVERSITY  WOMEN-ZARIA  BRANCH 
<>>  (NIG) 

■JJ       COUNTRY  :  NIGERIA 

318  ORGANIZATION  NAME:  NON-ENGLISH  SPEAKING  BACKGROUND  WOMEN'S  COMMITTEE 
COUNTRY           :  AUSTRALIA 


3© 


319   ORGANIZATION  NAME:  NORTH  SHORE  CRISIS  SERVICES  SOCIETY 
COUNTRY  :  CANADA 


s> 


3  20   ORGANIZATION  NAME:  NORTH  SHORE  WOMAN'S  NEWSPAPER 

./Q>  COUNTRY  :  USA 

321   ORGANIZATION  NAME:  NORTHERN  ACCESS  NETWORK  ASSOCIATION 

--    COUNTRY  :  CANADA 

D 

31    ORGANIZATION  NAME:  NORTHERN  IRELAND  HUMAN  RIGHTS  COMMISSION  AND  ITS 
COMMITTEE  ON  WOMEN  AND  IRELAND 

COUNTRY  :  USA 


© 


32  3   ORGANIZATION  NAME:  NORTHERN  NEW  JERSEY  CHINESE  ASSOCIATION 

s**.       COUNTRY  :  USA 

324  ORGANIZATION  NAME:  NORWEGIAN  HUMAN  RIGHT  HOUSE  /  NORWEGIAN  TIBET  COMMITTEE 
^-Jw   COUNTRY  :  NORWAY 

325  ORGANIZATION  NAME:  NOTRE  DAME  FOUNDATION  FOR  CHARITABLE  ACTIVITIES,  INC. 
COUNTRY  :  PHILIPPINES 


Q 

32< 

»>® 

32 

© 


326   ORGANIZATION  NAME:  NOVA  SCOTIA  BEIJING  WOMEN'S  ACTION  GROUP 
COUNTRY  :  CANADA 


327   ORGANIZATION  NAME:  OFFICE  OF  THE  DISABILITY  OMBUDSMAN 
COUNTRY  :  SWEDEN 


ORGANIZATION  NAME:  ONE  WORLD  NOW 

0    COUNTRY  :  USA 

329   ORGANIZATION  NAME:  ORGANIZACION  NAVARRA  PARA  AYUDA  ENTRE  LOS  PUEBLOS 

(?)  (ONAY) 

V/   COUNTRY  :  SPAIN 
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3  3    JRGANIZATION  NAME:  ORGANIZATION  OF  IRANIAN  WOMEN  FOR  FREEDOM  IN  DENMARK, 

•S;  THE 

jy   COUNTRY  :  DENMARK 

3  31   ORGANIZATION  NAME:  OVERSEAS  DEVELOPMENT  GROUP 
^v   COUNTRY  :  UNITED  KINGDOM 

332  ORGANIZATION  NAME:  PACIFIC  AND  ASIAN  AMERICAN  CENTER  FOR  THEOLOGY  AND 

©STRATEGIES  (PACTS) 
COUNTRY  :  USA 

333  ORGANIZATION  NAME:  PACIFIC  RIM  INSTITUTE  FOR  DEVELOPMENT  AND  EDUCATION 

®  (PRIDE) 

COUNTRY  :  USA  -   . 

3  34   ORGANIZATION  NAME:  PAKISTAN  VOLUNTARY  HEALTH  AND  NUTRITION  ASSOCIATION 
/^s   COUNTRY  :  PAKISTAN 

3  35   ORGANIZATION  NAME:  PAMET  -  PAPER  MAKING  EDUCATION  TRUST 
COUNTRY  :  MALAWI 


a 


336   ORGANIZATION  NAME:  PARIDHI 
COUNTRY  :  INDIA 


<D© 


337   ORGANIZATION  NAME:  PARK  RIDGE  CENTER 
/»    COUNTRY  :  USA 


3  38  ORGANIZATION  NAME:  PAULA  JARAQUEMADA  ALQUILAR 

APS  COUNTRY  :  CHILE 

339  ORGANIZATION  NAME:  PEACE  INITIATIVES 
/~*  COUNTRY          :  USA 

340  ORGANIZATION  NAME:  PEACEPOWER  FOUNDATION 
fa  COUNTRY           :  USA 

341  ORGANIZATION  NAME:  PEOPLE'S  FORUM  2000,  JAPAN 
/-*  COUNTRY           :  JAPAN 


342   ORGANIZATION  NAME:  PHILIPPINES-CANADA  HUMAN  RESOURCE  DEVELOPMENT  PROGRAM 
(PCHRD) 
COUNTRY  :  CANADA 


© 
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J4     JRGANIZATION  NAME:  PHYSICIANS  FOR  GLOBAL  SURVIVAL  (CANADA) 

3)   COUNTRY  :  CANADA 

344  ORGANIZATION  NAME:  PLACES  FOR  PEOPLE,  THE  NATIONAL  ASSOCIATION  FOR  URBAN 
-3-v  STUDIES 

•*$/   COUNTRY  :  UNITED  KINGDOM 

345  ORGANIZATION  NAME:  PRINTERS  (MYSORE)  LTD.,  THE 
COUNTRY  :  INDIA 


® 


346  ORGANIZATION  NAME:  PROSIHKA  MANOBIK  UNNAYAN  KENDRA 
-r*   COUNTRY           :  BANGLADESH 

347  ORGANIZATION  NAME:  PROVIVE  (ASOCIACION  PROVIDE  DE  VENEZUELA) 
/^\   COUNTRY           :  VENEZUELA 

348  ORGANIZATION  NAME:  RADIO  "NADEZHDA"  (HOPE) 
COUNTRY           :  RUSSIAN  FEDERATION 


© 


3>    ORGANIZATION  NAME:  RADIO  EXITOS  AND  ENLACE  A.C.  (NGO) 
X>   COUNTRY  :  MEXICO 


350   ORGANIZATION  NAME:  RAMARAJYA 
COUNTRY  :  INDIA 


© 


351   ORGANIZATION  NAME:  REACH  (RURAL  EDUCATION  AND  ACTION  FOR  CHANGE) 
>-^   COUNTRY  :  INDIA 

3  52   ORGANIZATION  NAME:  RED  DE  MUJERES  DE  BAJA  CALIFORNIA 
/JV    COUNTRY  :  MEXICO 

3  53   ORGANIZATION  NAME:  RED  THREAD  WOMEN'S  DEVELOPMENT  PROJECT 
COUNTRY  :  GUYANA 


® 

354 

35< 


354   ORGANIZATION  NAME:  REFUGEE  WOMEN'S  NETWORK 

COUNTRY  :  UNITED  KINGDOM 

ORGANIZATION  NAME:  REHABILITATION  AND  DEVELOPMENT  ORGANIZATION  FOR 

LANDLESS  (RADOL) 

COUNTRY  :  BANGLADESH 

356   ORGANIZATION  NAME:  REPRODUCTIVE  HEALTH  MATTERS 

COUNTRY  :  UNITED  KINGDOM 
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?     ORGANIZATION  NAME:  REPROTECT  LC 
/m    COUNTRY  :  USA 


358   ORGANIZATION  NAME:  RESEARCH  CENTER  FOR  HUMAN  &  SOCIAL  DEVELOPMENT,  GAZA, 
GAZA  STRIP 
>JTRY  :  PALESTINE 


® 


359   ORGANIZATION  NAME:  RIBBON  INTERNATIONAL 
COUNTRY  :  USA 


© 


360  ORGANIZATION  NAME:  ROMANIAN  INDEPENDENT  SOCIETY  OF  HUMAN  RIGHTS 
/g\  COUNTRY           :  ROMANIA 

361  ORGANIZATION  NAMef  ROOTS  INTERNATIONAL  -  REBIRTH  OF  OLD  TIME  TRUTHS  & 
/T\                               J^- —  SYSTEMS       _   — 

\V  COUNJR#-^^        :  USA  '»  \-*r*.  *W 

362  ORGANIZATION  NAME:  RUHSA  DEPARTMENT,  CHRISTIAN  MEDICAL  COLLEGE  AND 

0  HOSPITAL 

COUNTRY  :  INDIA 

363  ORGANIZATION  NAME:  RURAL  FARMERS  SCHEME 
^rs  COUNTRY            :  UGANDA 

364  ORGANIZATION  NAME:  RURAL  FOUNDATION 
<X  COUNTRY           :  SOUTH  AFRICA 

365  ORGANIZATION  NAME:  RURAL  INSTITUTE  OF  MEDICAL  SCIENCES 
-— \  COUNTRY           :  INDIA 


© 


366   ORGANIZATION  NAME:  SAAMI  COUNCIL 
COUNTRY  :  FINLAND 


® 


367   ORGANIZATION  NAME:  SABER  VIVIR  (MAGAZINE) 
COUNTRY  :  MEXICO 


368   ORGANIZATION  NAME:  SAHELI  WOMEN'S  RESOURCE  CENTRE 
|»-v     COUNTRY  :  INDIA 


6 


ORGANIZATION  NAME:  SAW  (ATI 
COUNTRY  :  USA 

370   ORGANIZATION  NAME:  SAN  DIEGO  STATE  UNIVERSITY/INTERNATIONAL  INSTITUTE  FOR 
HUMAN  RESOURCES  DEVELOPMENT 
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COUNTRY  :  USA 

37.   ORGANIZATION  NAME:  SANA  ADARSH  SEWA  SAMITI 

^S       COUNTRY  :  INDIA 

372   ORGANIZATION  NAME:  SANCHETANA 

COUNTRY  :  INDIA 


CD 

373 

© 


373   ORGANIZATION  NAME:  SCHOOL  OF  ADVANCED  URBAN  STUDIES,  UNIVERSITY  OF 
BRISTOL/CENTRE  OF  SOCIAL  ADVANCEMENT 
COUNTRY  :  UNITED  KINGDOM 


374   ORGANIZATION  NAME:  SCOTTISH  EDUCATION  AND  ACTION  DEVELOPMENT 
COUNTRY  :  UNITED  KINGDOM 


® 


375  ORGANIZATION  NAME:  SEEP  NETWORK,  INC. 
sg\  COUNTRY           :  USA 

376  ORGANIZATION  NAME:  SELF-EMPLOYED  WOMEN'S  ASSOCIATION,  LUCKNOW  (SEWA, 
f*h  LUCKNOW) 

C  COUNTRY            :  INDIA 

377  ORGANIZATION  NAME:  SEMINARIO  PERMANENTE  CUIDAD  Y  MUJER 
s**  COUNTRY           :  SPAIN 

378  ORGANIZATION  NAME:  SENTRO  NG  MAGGAGAWANG  PILIPINA 
COUNTRY            :  PHILIPPINES 


0 

379 

3>© 


379   ORGANIZATION  NAME:  SHANTA  MEMORIAL  REHABILITATION  CENTRE 
COUNTRY  :  INDIA 


380   ORGANIZATION  NAME:  SHARMOUKH  COMMUNITY  DEVELOPMENT  ASSOCIATION 
COUNTRY  :  EGYPT 


G>© 


381  ORGANIZATION  NAME:  SISTERLOVE,  INCORPORATED 
_  COUNTRY           :  USA 

3) 

382  ORGANIZATION  NAME:  SNEHA  (SOCIAL  NEED  EDUCATION  AND  HUMAN  AWARENESS) 
^  COUNTRY           :  INDIA 

3oj  ORGKNIZATION  NAME:  SOCIAL  DEVELOPMENT  CENTER,  DE  LA  SALLE  UNIVERSITY 

fZ\  COUNTRY  :  PHILIPPINES 

384  ORGANIZATION  NAME:  SOCIAL  FUND  FOR  DEVELOPMENT  (SFD) 

/T*\  COUNTRY  :  EGYPT 
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3     ORGANIZATION  NAME:  SOCIAL  INNOVATIONS,  INC. 
r^      COUNTRY  :  USA 

386  ORGANIZATION  NAME:  SOCIAL  JUSTICE  DESK  -CONFERENCE  OF  RELIGIOUS  IN  ENGLAND 

@AND  WALES 
COUNTRY  :  UNITED  KINGDOM 

387  ORGANIZATION  NAME:  SOCIEDAD  "ANEL" 
/-jv   COUNTRY  :  SPAIN 

388  ORGANIZATION  NAME:  SOCIETY  FOR  PROMOTION  OF  AREA  RESOURCE  CENTRES  (SPARC) 
x~s   COUNTRY  :  INDIA 

389  ORGANIZATION  NAME:  SOCIETY  FOR  THE  PROTECTION  OF  UNBORN  CHILDREN 

©EDUCATIONAL  RESEARCH  TRUST 
COUNTRY  :  UNITED  KINGDOM 

390  ORGANIZATION  NAME:  SOCIETY  OF  OF  PROTECTION  OF  CHILD  RIGHTS 
/-7s   COUNTRY  :  EGYPT 

391  ORGANIZATION  NAME:  SOLDUE 
/■£»   COUNTRY  :  DENMARK 

392  ORGANIZATION  NAME:  SOMMET  DES  FFEMMES  EN  ACADIE  INC. 
j-Hv   COUNTRY  :  CANADA 

393  ORGANIZATION  NAME:  SOUTH  EAST  ASIA  CENTRE  FOR  ENVIRONMENT  AND  DEVELOPMENT 

®(SEACED) 
COUNTRY  :  SRI  LANKA 

394  ORGANIZATION  NAME:  SOUTH  EAST  TASMANIAN  ABORIGINAL  CORPERATION 
/>v   COUNTRY  :  AUSTRALIA 

395  ORGANIZATION  NAME:  SOUTHALL  BLACK  SISTERS 
^v   COUNTRY  :  UNITED  KINGDOM 

396  ORGANIZATION  NAME:  SOUTHERN  YOUTH  AND  STUDENT  ORGANIZATION 
^\   COUNTRY  :  INDIA 

397  ORGANIZATION  NAME:  SOUTHERNERS  FOR  ECONOMIC  JUSTICE  (SEJ) 
•-Jv    COUNTRY  :  USA 

398  ORGANIZATION  NAME:  SOUTHWEST  ORGANIZING  PROJECT  (A  PROJECT  OF  SOUTHWEST 
/^\  COMMUNITY  RESOURCES,  INC.) 
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COUNTRY  :  USA 

39--   ORGANIZATION  NAME:  STREE  AADHAR  KENDRA 
/TV   COUNTRY  :  INDIA 

400  ORGANIZATION  NAME:  STREET  FOOD  VENDORS  ORGANIZATION 
y^\   COUNTRY  :  EGYPT 

401  ORGANIZATION  NAME:  SUDANESE  WOMEN  ORGANIZATION 
COUNTRY  :  UNITED  KINGDOM 


® 

402 


402   ORGANIZATION  NAME:  SUDANESE  WOMEN  UNION 
COUNTRY  :  SWITZERLAND 


403  ORGANIZATION  NAME:  SUDANESE  WOMEN'S  UNION 
rtt*.   COUNTRY           :  UNITED  KINGDOM 

404  ORGANIZATION  NAME:  SUNRAY  MEDITATION  SOCIETY 
COUNTRY          :  USA 


® 


ORGANIZATION  NAME:  SWADHINA 
COUNTRY  :  INDIA 


406  ORGANIZATION  NAME:  TAIWAN  INTERNATIONAL  ALLIANCE  (TIA) 
^— .  COUNTRY           :  TAIWAN 

407  ORGANIZATION  NAME:  TALLAGHT  NOW  PROJECT 
COUNTRY           :  IRELAND 


@ 


408   ORGANIZATION  NAME:  TEZPUR  DISTRICT  MAHILA  SAMITI 
COUNTRY  :  INDIA 


Q> 


409  ORGANIZATION  NAME:  THAI  CULTURAL  PROMOTION  (ASSOCIATION  OF  SAWANKALOK 
— ~  DISTRICT) 

(J2   COUNTRY  :  THAILAND 

410  ORGANIZATION  NAME:  THENGAMARA  MOHILA  SABUJ  SANGHA  (TMSS) 
/TV   COUNTRY  :  BANGLADESH 

ORGANIZATION  NAME:  THOORGINE  EDUCATIONAL  AND  CULTURE  CENTRE  ABORRIGINAL 

©CORPORATION 
COUNTRY  :  AUSTRALIA 

412   ORGANIZATION  NAME:  TIBET  SUPPORT  GROUP,  UK 
COUNTRY  :  UNITED  KINGDOM 


© 
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41  JRGANIZATION  NAME:  TIBETAN  RIGHTS  CAMPAIGN  (TRC) 

Q  COUNTRY  :  USA 

414  ORGANIZATION  NAME:  TIBETAN  WOMEN'S  ASSOCIATION 
<JS  COUNTRY  :  INDIA 

415  ORGANIZATION  NAME:  TIBETAN  WOMEN'S  ORGANISATION  IN  SWITZERLAND 
/~\  COUNTRY  :  SWITZERLAND 

416  ORGANIZATION  NAME:  TOGS  (THUISWECKENDE  OUDER,  GESIN,  SAMENLEVING) 
fr\  COUNTRY  :  BELGIUM 

417  ORGANIZATION  NAME:  TROIS  ET  SEPT  NUMERO  MAGIQUE  HUIT  INC.   -   . 
(TV  COUNTRY  :  CANADA 

418  ORGANIZATION  NAME:  TRUSTEESHIP,  THE 
■v-.CS  COUNTRY  :  USA 

4  ORGANIZATION  NAME:  U  6  O  DEVELOPMENT  CORPORATION,  THE 

/£.  COUNTRY  :  USA 
& 

420  ORGANIZATION  NAME:  U.S.  DEPARTMENT  OF  ENERGY 

COUNTRY  :  USA 


© 


421   ORGANIZATION  NAME:  UGANDA  WOMEN  PARLIAMENTARIANS 
COUNTRY  :  UGANDA 


® 


422  ORGANIZATION  NAME:  UGANDA  WOMEN'S  FINANCE  AND  CREDIT  TRUST  LIMITED  (UWFCT) 
*-«n  COUNTRY  :  UGANDA 

423  ORGANIZATION  NAME:  UICN/ORMA 
^T«  COUNTRY  :  COSTA  RICA 

424  ORGANIZATION  NAME:  UNION  CULTURELLE  DES  FRANCO-ONTARIENNNES 
/■X  COUNTRY  :  CANADA 

425  ORGANIZATION  NAME:  UNION  EUROPEENNE  FEMININE  (SECTION  FRANCAISE) 
COUNTRY  :  FRANCE 


426   ORGANIZATION  NAME:  UNION  NATIONALE  DES  CONJOINTS  DE  PROFESSIONNELS 
LIBERAUX  (UNACOPL) 
COUNTRY  :  FRANCE 


® 
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4i     ORGANIZATION  NAME:  UNION  OF  HEALTH  AND  SOCIAL  CARE  SERVICES 
^\    COUNTRY  :  FINLAND 

428  ORGANIZATION  NAME:  UNITED  CHURCH  BOARD  FOR  WORLD  MINISTERS 
•SS  COUNTRY  :  USA 

429  ORGANIZATION  NAME:  UNITED  NATIONS  ASSOCIATION  OF  THE  VIRGIN  ISLANDS 
ftS      COUNTRY  :  UNITED  STATES  VIRGIN  ISLANDS 

430  ORGANIZATION  NAME:  UNITED  UNIVERSITY  PROFESSIONS 
ft\       COUNTRY  :  USA 

431  ORGANIZATION  NAME:  UNIVERSAL  GREAT  BROTHERHOOD  .   . 
COUNTRY           :  VENEZUELA 


@ 


4  32   ORGANIZATION  NAME:  UNIVERSAL  INSTITUTE  INC. /WOMEN  OF  PEACE 

/^\   COUNTRY  :  USA 

4"    ORGANIZATION  NAME:  UNIVERSIDAD  CATOLICA  BOLIVIANA 

/    COUNTRY  :  BOLIVIA 

434   ORGANIZATION  NAME:  UNIVERSIDAD  DE  NAVARRA 

COUNTRY         •  :  SPAIN 


© 


435  ORGANIZATION  NAME:  UNREPRESENTED  NATIONS  AND  PEOPLES  ORGANIZATION  (UNPO) 
/JX   COUNTRY  :  USA 

436  ORGANIZATION  NAME:  UPTC  WOMEN'S  DESK,  EASTERN  VISAYAS  DESK  OF  THE 

©UNIVERSITY  OF  THE  PHILIPPINES  SYSTEM 
COUNTRY  :  PHILIPPINES 

437  ORGANIZATION  NAME:  URBAN  ECOLOGY  AUSTRALIA  INC. 
iC\   COUNTRY  :  AUSTRALIA 

438  ORGANIZATION  NAME:  URMUL  RURAL  HEALTH  RESEARCH  AND  DEVELOPMENT  TRUST 
f\G\  COUNTRY  :  INDIA 

'     ORGANIZATION  NAME:  UTTHAN 
,     COUNTRY  :  INDIA 

(i/ 

440  ORGANIZATION  NAME:  VACAIRE 
COUNTRY  :  SPAIN 


0 
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4'  ORGANIZATION    NAME:    VALUE    OF    LIFE    COMMITTEE,     INC. 

COUNTRY  :    USA 


Cu 


442  ORGANIZATION  NAME:  VERMONT-NATIONAL  EDUCATION  ASSOCIATION 
/tn   COUNTRY  :  USA 

443  ORGANIZATION  NAME:  VERY  SPECIAL  ARTS  SOUTH  CAROLINA 
rj*S      COUNTRY  :  USA 

444  ORGANIZATION  NAME:  VIMOCHANA 
COUNTRY  :  INDIA 


© 


445  ORGANIZATION  NAME:  VOLUNTARY  SERVICE  OVERSEAS  (VSO)             _ 
/j\  COUNTRY           :  UNITED  KINGDOM 

446  ORGANIZATION  NAME:  WAGES  DUE  LESBIANS 
f^\  COUNTRY           :  UNITED  KINGDOM 

4*'  ORGANIZATION  NAME:  WANITA  (KESATUAN  ORGANISASI  SERBAGUNA  GOTONG  ROYONG 

r.  COUNTRY           :  INDONESIA 

448  ORGANIZATION  NAME:  WAY  OF  THE  CROSS  BAPTIST  CHURCH  MINISTRIES,  THE 
(7\  COUNTRY           :  USA 

449  ORGANIZATION  NAME:  WELTVERBAND  DER  SOLIDARITAT  IRANISCHER  FRAUEN 
Sg\  COUNTRY           :  GERMANY 


450   ORGANIZATION  NAME:  WILDLIFE  SOCIETY  OF  MALAWI  (COORD  UNIT  FOR  REHAB  OF 
ENVIRONMENT )Z 
COUNTRY  :  MALAWI' 


© 


451  ORGANIZATION  KANE:  WISCONSIN  CONFERENCE  OF  THE  UNITED  CHURCH  OF  CHRIST 

452  ORGANIZATION  NAME:  WOMANISTISCHE  THEOLOGIE  (WERKGROEP) 
COUNTRY  :  THE  NETHERLANDS 


® 


*"      ORGANIZATION  NAME:  WOMANSPACE  IN  GREAT  NECK 
COUNTRY  :  USA 

454   ORGANIZATION  NAME:  WOMEN  AND  DEVELOPMENT  PROGRAM-COLLEGE  OF  SOCIAL  WORK  & 

0CUMMUNITY  DEVELOPMENT 
COUNTRY  :  PHILIPPINES 
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4     ORGANIZATION  NAME:  WOMEN  CHURCH 

iO)   COUNTRY  :  KOREA 

456  ORGANIZATION  NAME:  WOMEN  FOR  FAITH  AND  FAMILY 
/jy^COUNTRY           :  USA 

457  ORGANIZATION  NAME:  WOMEN  OF  THE  WORLD  (WOW) 
'qQ  COUNTRY           :  USA 

458  ORGANIZATION  NAME:  WOMEN  ORGANIZATION  FOR  LIBERATION  AND  DEVELOPMENT 
Q    COUNTRY           :  INDIA 

459  ORGANIZATION  NAME:  WOMEN'S  ASSOCIATION  OF  SUPHANBURI        "   * 
(j^        COUNTRY            :  THAILAND 

460  ORGANIZATION  NAME:  WOMEN'S  CAUCUS  OF  DEMOCRATS  ABROAD  -  FRANCE 
/^  COUNTRY           :  FRANCE 

'  ORGANIZATION  NAME:  WOMEN'S  CAUCUS,  INTERNATIONAL  AIDS  SOCIETY  (NYS  STATE 

/  PSYCHIATRIC  INSTITUTE/HIV  CENTER  FOR  CLINIC  &  BEHAV 

\ZS     COUNTRY  :  USA 

462  ORGANIZATION  NAME:  WOMEN'S  CRISIS  CENTRE,  THE 
Q\fi\    COUNTRY            :  BAHAMAS 

463  ORGANIZATION  NAME:  WOMEN'S  EQUALITY  UNIT/COMMITTEE-ISLINGTON  COUNCIL, 

©LONDON 

COUNTRY  :  UNITED  KINGDOM 

464  ORGANIZATION  NAME:  WOMEN'S  GROUP,  INC. 
COUNTRY           :  USA 


g>S) 


465  ORGANIZATION  NAME:  WOMEN'S  HEALTH  IN  WOMEN'S  HANDS:A  COMMUNITY  HEALTH 

©CENTRE  FOR  WOMEN 
COUNTRY  :  CANADA 

466  ORGANIZATION  NAME:  WOMEN'S  HEALTH  INTERACTION/INTER  PARES 
f*\       COUNTRY  :  CANADA 

467  ORGANIZATION  NAMiS:  WOMEN'S  HEALTH  LEAGUE 
COUNTRY  :  AUSTRALIA 


® 


468   ORGANIZATION  NAME:  WOMEN'S  HEALTH  RESEARCH  NETWORK  IN  NIGERIA  (WHERNIN) 
/X  £\ COUNTRY  :  NIGERIA 
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4<     5RGANIZATION  NAME:  WOMEN'S  HUMAN  RIGHTS  INTERNATIONAL  ASSOCIATION 
^.    COUNTRY  :  FRANCE 

470  ORGANIZATION  NAME:  WOMEN'S  INITIATIVE  DEVELOPMENT  EDUCATION  (WIDE)- 

/■TV.  THREAD (TEAM  FOR  HUMAN  RESOURCE  EDUCATION  4  ACTION  FOR 

JX   COUNTRY  :  INDIA 

471  ORGANIZATION  NAME:  WOMEN'S  INTERNATIONAL  LEAGUE  FOR  PEACE  AND  FREEDOM- 
^■v  BRITISH  COLUMBIA  BRANCH 

LP   COUNTRY  :  CANADA 

472  ORGANIZATION  NAME:  WOMEN'S  LAW  AND  PUBLIC  POLICY  FELLOWSHIP  PROGRAM 
*— *    COUNTRY  :  USA 

CD 

473  ORGANIZATION  NAME:  WOMEN'S  LEAGUE  SERVICE 
/J*\   COUNTRY  :  AUSTRALIA 

474  ORGANIZATION  NAME:  WOMEN'S  LIBERAL  DEMOCRATS 
/O,   COUNTRY  :  UNITED  KINGDOM 

47b   ORGANIZATION  NAME:  WOMEN'S  MINISTRY  COMMITTEE  OF  THE  PRESBYTERIAN  CHURCH 
IN  TAIWAN  GENERAL  ASSEMBLY 
COUNTRY  :  TAIWAN 


476 

9 


476   ORGANIZATION  NAME:  WOMEN'S  NETWORK  OF  THE  INTERNATIONAL  HEALTH  FUTURES 
NETWORK 
COUNTRY  :  THE  NETHERLANDS 


477  ORGANIZATION  NAME:  WOMEN'S  STUDIES  ASSOCIATION  OF  THE  PHILIPPINES 
/S>  COUNTRY           :  PHILLIPINES 

478  ORGANIZATION  NAME:  WOMEN'S  WORLD  (WORLD  ORGANIZATION  FOR  RIGHTS, 
^  LITERATURE  AND  DEVELOPMENT) 

(M)  COUNTRY           :  USA 

479  ORGANIZATION  NAME:  WOMEN,  MEN  AND  MEDIA 
CS  COUNTRY           :  USA 

4'  ORGANIZATION  NAME:  WOMENS  WAY 

(  COUNTRY           :  USA 

481  ORGANIZATION  NAME:  WORLD  ALLIANCE  FOR  BREASTFEEDING  ACTION  (WABA) 
COUNTRY           :  MALAYSIA 


(D 
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(V 


ORGANIZATION  NAME:  WORLD  FEDERALIST  ASSOCIATION  OF  PITTSBURGH  (WFAP) 
COUNTRY  :  USA 


483   ORGANIZATION  NAME:  WORLD  INSTITUTE  ON  DISABILITY 
COUNTRY  :  USA 


(S> 


484  ORGANIZATION  NAME:  WORLD  LEAGUE  FOR  FREEDOM  AMD  DEMOCRACY 
/-TS  COUNTRY           :  USA 

485  ORGANIZATION  NAME:  WORLD  SHARE,  INC. 
/^  COUNTRY           :  USA 

486  ORGANIZATION  NAME:  WORLD  SIKH  ORGANIZATION 
f\?\  COUNTRY            :  CANADA 

487  ORGANIZATION  NAME:  WORLD  UNIVERSITY  SERVICE  (AFRICA) 
/^JS  COUNTRY           :  ZIMBABWE 

4'  ORGANIZATION  NAME:  YAYASAN  SRIKANDI/SRIKANDI  FOUNDATION 

(\  COUNTRY            :  INDONESIA 

489  ORGANIZATION  NAME:  YOUNG  AMAZONS 

COUNTRY  :  CANADA 


490 

i> 

491 
492 

® 

493 


490   ORGANIZATION  NAME:  YOUTH  RESOURCE  DEVELOPMENT  COUNCIL 
COUNTRY  :  NIGERIA 


491   ORGANIZATION  NAME:  YWCA  OF  TAIWAN 
COUNTRY  :  TAIWAN 


492   ORGANIZATION  NAME:  ZEINAB  K.  HASSAN  FOUNDATION 
COUNTRY  :  EGYPT 


493   ORGANIZATION  NAME:  ZIM/NORAD  PROJECT  ON  WOMEN  AND  THE  LAW 
COUNTRY  :  ZIMBABWE 


211 

U.N.  Human  Rights  Commission 

Question.  I  join  with  my  Congressional  colleagues  in  being  disappointed  about  the 
recent  defeat  at  the  U.N.  Human  Rights  Commission  of  the  resolution  regarding 
China's  terrible  human  rights  abuse.  It  is  clear  that  the  Commission's  agenda  is 
highly  politicized  and  I  have  doubts  its  ability  to  improve  human  rights.  What  do 
you  believe  that  the  future  of  the  U.N.  Human  Rights  Commission  is?  What  do  you 
think  it  should  be? 

Answer.  While  the  UN  Human  Rights  Commission  is  a  highly  political  organiza- 
tion, it  is  a  much  needed  forum  which  allows  for  human  rights  violators  to  be 
brought  under  scrutiny  by  the  international  community.  The  Commission  authored 
the  Universal  Declaration  of  Human  Rights,  and  its  presence  bears  witness  to  the 
Declaration's  importance  in  the  world  today.  The  Commission  can  be  credited  with 
the  establishment  of  Special  Rapporteurs  on  countries  whose  governments  are 
human  rights  offenders  such  as  Burma,  Cuba,  Iraq  and  Sudan,  as  well  as  on  the- 
matic issues  such  as  torture,  religious  intolerance,  summary  executions  and  dis- 
appearances. 

During  the  past  session,  the  United  States  and  members  of  the  Western  Group 
achieved  a  significant  victory  by  defeating  Chinese  efforts  to  block  consideration  of 
its  human  rights  record  through  procedural  maneuvering.  In  defeating  the  "no-ac- 
tion" motion,  we  strengthened  the  concept  of  universality  of  human  rights,  and  took 
an  important  step  toward  establishing  the  principle  that  no  country's  human  rights 
record  is  beyond  international  scrutiny  in  the  Commission  or  in  other  multilateral 
fora.  We  were  pleased  to  note  the  development  of  a  coalition  of  democratic  states — 
drawn  from  all  regions  of  the  world — who  are  willing  to  stand  up  for  the  principle 
that  human  rights  in  all  countries  are  a  legitimate  object  of  scrutiny  by  all  appro- 
priate multilateral  institutions.  We  hope  to  expand  this  group  in  the  months  ahead. 

Clearly  there  is  great  interest  in  a  number  of  countries — including  the  United 
States — in  making  the  Commission  more  effective.  Competing  visions  of  how  the  UN 
should  approach  human  rights  have  hampered  efforts  at  reform.  Nevertheless,  we 
have  seen  some  steps  over  the  past  year  to  rationalize  the  Commission's  work.  For 
example,  we  have  seen  some  reform  of  the  Commission's  agenda.  Resolutions,  such 
as  those  on  South  Africa,  have  been  dropped  from  further  Commission  consider- 
ation. 

Other  highlights  from  the  recently  concluded  session  include  the  successful  adop- 
tion of  US  resolutions  on  Cuba,  the  former  Yugoslavia,  Sudan  and  the  positive  Mid- 
dle East  Peace  Process.  The  Commission  for  the  second  year  in  a  row  has  con- 
demned anti-Semitism  as  a  form  of  racism.  The  US  participated  actively  in  the  ne- 
gotiations which  led  to  the  adoption  of  strong  resolutions  on  Burma,  Iran,  Iraq,  as 
well  as  a  broad  number  of  thematic  resolutions. 

Question.  The  resolution  condemning  China's  human  rights  practices  in  China 
and  Tibet  was  defeated  by  one  vote.  What  does  the  Administration  plan  to  do  to 
keep  up  the  pressure  so  that  a  similar  resolution  can  pass  the  UN  Human  Rights 
Commission  next  year? 

Answer.  We  were  disappointed  by  the  failure  of  the  UN  Human  Rights  Commis- 
sion (UNHRC)  at  its  recently  concluded  session  to  adopt  a  resolution  on  human 
rights  practices  in  China.  The  United  States  had  taken  an  active  role  in  working 
towards  the  adoption  of  this  resolution. 

Nonetheless,  we  were  pleased  that  for  the  first  time  since  1990,  we  were  able  to 
defeat  Chinese  procedural  maneuvering  to  block  consideration  of  a  resolution.  The 
defeat  of  the  Chinese  "no-action"  motion  by  a  coalition  of  democratic  states  signalled 
that  no  country's  human  rights  record  should  escape  scrutiny  by  the  UNHRC. 

The  Administration  is  committed  to  seeking  human  rights  improvements  in  China 
through  a  variety  of  means,  including  action  in  multilateral  fora.  Ultimately,  how- 
ever, our  position  on  supporting  a  resolution  on  China's  human  rights  practices  at 
the  next  session  of  the  UNHRC  would  need  to  be  based  upon  the  human  rights  situ- 
ation of  China  at  the  time  the  Commission  reconvenes  in  March,  1996. 

Question.  In  both  1993  and  1994,  this  Subcommittee  asked  you  to  consider  calling 
for  a  Special  Assembly  of  the  UN  on  AIDS.  Do  you  believe  that  such  a  forum  would 
be  useful  in  1995  as  the  UN  launches  the  Joint  and  Cosponsored  Program  on  AIDS? 

Answer.  The  United  States  supported  a  Summit  on  AIDS  in  Paris  in  December 
of  1994,  organized  jointly  by  the  French  government  and  the  World  Health  Organi- 
zation (WHO).  An  important  objective  of  this  Summit  was  to  rally  international  at- 
tention to  and  global  support  for  efforts  to  combat  AIDS — an  objective,  we  surmise, 
that  would  be  similar  to  that  of  any  special  Assembly  of  the  UN  on  AIDS. 

The  United  States  has  been  at  the  forefront  in  stressing  a  concerted  international 
effort  to  address  the  multi-faceted  impact  of  HIV/AIDS.  It  is  for  this  reason  that  the 
new  Joint  UN  Program  on  AIDS  (UNAIDS)  has  been  created  and  is  transitioning 
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to  begin  in  January  of  1996.  A  devastating  disease  such  as  HIV/AIDS  requires  an 
innovative  and  unified  UN  response  especially  given  the  current  worldwide  eco- 
nomic environment  and  the  need  to  optimize  the  use  of  existing  scarce  resources. 

We  believe  at  this  point  in  time,  our  attention  and  resources  would  be  better 
spent  on  supporting  this  new  program  to  ensure  that  its  activities  are  addressing 
the  critical  needs  in  developing  countries  rather  than  holding  another  international 
meeting  so  close  on  the  heels  of  the  Paris  AIDS  Summit. 

Question.  Last  year,  the  Economic  and  Social  Council  created  the  new  Joint  and 
Cosponsored  Program  on  AIDS  in  a  major  reform  effort  to  improve  the  world's  re- 
sponse to  the  pandemic.  In  that  action,  the  role  of  non-governmental  agencies  in  the 
governance  of  the  new  body  was  left  undecided.  What  does  the  United  States  believe 
the  role  of  NGOs  should  be  in  the  governance  of  the  Joint  and  Cosponsored  Program 
on  AIDS? 

Answer.  We  highly  value  the  input  that  NGOs  involved  in  the  fight  against  HIV/ 
AIDS  can  have  on  program  development  and  delivery.  We  would  like  to  see  the  role 
of  NGOs  on  the  Program  Coordinating  Board  (PCB) — the  governing  body  for  the 
new  Joint  and  Cosponsored  UN  Program  on  AIDS  (UNAIDS) — duplicate  the  useful 
role  NGOs  played  in  the  governance  of  the  former  WHO  Global  Program  on  AIDS 
(GPA).  We  support  an  NGO  liaison  group  of  approximately  4-5  NGO  representa- 
tives representing  various  constituency  groups  to  participate  in  the  work  of  the 
Board.  NGOs  would  be  allowed  to  develop  their  own  selection  process  to  determine 
their  4-5  representatives,  based  on  the  experience  of  the  GPA  Global  Management 
Committee  Task  Force  model.  As  the  new  Joint  and  Cosponsored  UN  Program  on 
AIDS  is  an  intergovernmental  program,  the  NGO  representatives  would  be  non-vot- 
ing members.  However,  we  anticipate  that  the  governance  of  the  new  program  will 
be  conducted  on  a  consensus  basis,  thus  eliminating  the  need  to  vote. 

Question.  U.S.  policy  stresses  the  importance  of  NGOs  in  responding  to  the  HIV 
pandemic.  What  has  been  the  inclusion  of  U.S.  AIDS  organizations  in  the  formula- 
tion of  the  new  U.N.  AIDS  program's  structure  and  strategy? 

Answer.  Because  of  the  seriousness  of  the  HIV/AIDS  pandemic  and  the  necessity 
to  involve  a  wide  and  diverse  range  of  people  and  organizations  to  mobilize  an  effec- 
tive response,  coordination  of  national  and  international  efforts  is  complex  but  criti- 
cal. 

Since  the  concept  of  the  new  Joint  and  Cosponsored  UN  Program  on  AIDS 
(UNAIDS)  was  essentially  the  brainchild  of  participants  of  the  UN  Global  Program 
on  AIDS  (GPA)  Global  Management  Committee,  on  which  NGOs  actively  partici- 
pated, NGO  involvement  in  the  program's  development  was  critical  from  the  outset. 
Likewise,  with  NGO  representatives  on  the  PCB,  we  anticipate  continued  involve- 
ment on  their  part  in  the  governance  and  policy  development  of  the  new  program. 
We  fully  anticipate  that  NGOs,  community -based  organizations  (CBOs)  and  people 
living  with  HIV  and  AIDS  (PWAs)  will  be  important  partners  in  the  program's  work 
to  assist  countries  in  developing  comprehensive  national  strategies  and  implement 
effective  HIV/AIDS  activities. 

An  example  of  the  important  role  NGOs  are  currently  playing  in  the  program's 
development  is  their  participation  on  country  assessment  teams  assessing  the  cur- 
rent thinking  about  the  program's  operations  at  the  country  level  against  "field  re- 
ality". We  also  expect  NGO/CBO/PWA  groups  to  be  full  partners  in  the  advocacy 
work — mobilization  of  political  commitment  and  the  allocation  of  sufficient  re- 
sources— of  the  program.  Moreover,  NGO/CBO/PWA  groups  will  assist  with  the  pro- 
gram's responsibility  to  monitor  national,  regional  and  global  efforts,  including 
major  unmet  needs. 


Questions  for  the  Record  Submitted  by  Congressman  Torres 

Private  Voluntary  Organizations 

Question.  The  Administration  has  proposed  a  new  litmus  test  of  foreign  assistance 
programs  in  terms  of  how  well  they  work  with  the  non-governmental  community 
and  Private  Voluntary  Organizations.  Vice  President  Gore,  in  remarks  at  the  UN 
Conference  on  Poverty  over  the  weekend,  indicated  that  "The  U.S.  will  increase  sup- 
port to  projects  that  decentralize  political  power  and  give  more  authority  to  local 
communities  in  developing  nations."  How  would  you  describe  progress  from  the 
IO&P  accounts  generally  in  this  area?  How  do  the  various  agencies  and  programs 
line  up?  What  about  the  environmentally  related  organizations? 

Answer.  Many  multilateral  organizations  have  established  strong  links  with 
NGOs  and  PVOs.  UNICEF's  partnership  with  NGOs,  such  as  Kiwanis  International, 
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Junior  Chamber  International  and  Rotary  International,  is  indispensable  given  their 
advocacy  role  for  children's  issues.  More  than  100,000  volunteers  have  strengthened 
UNICEF's  advocacy  role  on  behalf  of  children  through  UNICEF  National  Commit- 
tees in  industrialized  countries,  including  the  United  States. 

In  the  case  of  the  UN  Population  Fund  (UNFPA),  the  program  has  expanded  its 
collaborative  approach  with  NGOs,  establishing  an  NGO  Advisory  Panel  and  in- 
creasing the  role  of  NGOs  in  country  programming.  UNFPA  is  providing  assistance 
to  the  Sudan  Family  Planning  Association,  the  leading  local  NGO  in  the  field  of  re- 
productive health  and  family  planning. 

Since  1986,  the  UN  Development  Program  (UNDP)  has  had  a  policy  of  collabora- 
tion with  NGOs.  Its  new  agenda — sustainable  human  development  (SHD) — draws  a 
large  part  of  its  inspiration  from  the  experience  and  advocacy  of  Civil  Society  Orga- 
nizations (CSOs)  nationally  and  internationally. 

Because  of  its  sharp  focus  on  rural  poverty  alleviation,  IFAD  is  a  natural  partner 
with  international  and  local  NGOs.  About  130  NGOs  have  participated  in  95  IFAD- 
financed  projects  in  developing  countries.  For  example,  in  1981  IFAD  was  the  first 
institution  to  provide  funding  for  the  local  initiative  in  Bangladesh  which  later  be- 
came the  well-known  Grameen  Bank. 

With  respect  to  environmental  initiatives,  the  UN  Environment  Program  (UNEP) 
maintains  close  contacts  with  the  Environment  Liaison  Center  International  (ELCI) 
in  Nairobi,  which  was  set  up  in  1974  to  facilitate  NGO  interactions  with  UNEP  and 
serves  over  6,000  NGOs  world-wide.  UNEP  also  supports  the  establishment  of  na- 
tional UNEP  committees,  including  the  U.S.  Committee  for  UNEP,  headquartered 
in  Washington,  D.C.  and  directed  by  Richard  Hellman. 

The  Convention  on  International  Trade  in  Endangered  Species  (CITES)  has  a  long 
history  of  excellent,  productive  cooperation  with  NGOs.  NGOs  participate  actively 
as  observers  in  CITES  meetings.  The  International  Union  for  the  Conservation  of 
Nature  (IUCN)  maintains  international  networks  of  volunteer  scientists  and  special- 
ists. 

International  Fund  for  Agricultural  Development  (IFAD) 

Question.  (1)  It  is  my  understanding  that  the  International  Fund  for  Agricultural 
Development  (IFAD)  underwent  a  Rapid  External  Assessment  last  year.  The  report 
of  the  Assessment  Team  "recommends  without  qualification  the  basic  mission  of  the 
Fund."  The  assessment  was  just  another  step  taken  by  IFAD  to  improve  its  oper- 
ations and  programs.  Other  steps  include  changes  in  governance  and  organizational 
structure,  as  well  as  the  managerial  and  operational  framework,  which  have  led  to 
real  cuts  in  IFAD's  budget  for  the  past  two  years. 

What  is  the  U.S.  view  of  the  Assessment  of  IFAD  and  other  changes  in  the  organi- 
zation? 

Answer.  The  U.S.  strongly  supported  the  findings  and  recommendations  in  the  re- 
port of  the  Rapid  External  Assessment  team.  We  especially  endorsed  its  key  judg- 
ment the  'The  need  for  IFAD  is  more  pronounced  now  than  at  the  time  it  was  cre- 
ated." In  our  view,  the  report  presents  a  balanced  view  of  IFAD's  role  as  an  innova- 
tive institution  for  the  alleviation  of  rural  poverty.  While  the  assessment  strongly 
endorses  the  Fund's  mission  and  continued  validity,  it  also  provides  a  number  of  in- 
sightful suggestions  for  improvement. 

Similarly,  the  U.S.  has  welcomed  the  internal  organizational  restructuring  and 
streamlining  which  President  Al-Sultan  has  introduced  since  taking  office  in  Janu- 
ary 1993.  These  changes  have  helped  IFAD  reduce  its  administrative  budget  in  real 
terms  for  two  successive  years. 

U.S.  support  for  the  findings  of  the  Rapid  External  Assessment  and  for  internal 
organizational  and  management  changes  have  been  conveyed  to  IFAD  management 
on  a  number  of  occasions,  such  as  at  the  18th  annual  session  of  the  Governing 
Council  last  January  and,  more  recently,  in  meetings  in  Washington  between  high- 
level  Administration  officials  and  President  Al-Sultan. 

Question.  It  is  my  understanding  that  the  International  Fund  for  Agricultural  De- 
velopment (IFAD)  underwent  a  Rapid  External  Agricultural  assessment  last  year. 
The  report  of  the  Assessment  Team  "recommends  without  qualification  the  basic 
mission  of  the  Fund."  The  assessment  was  just  another  step  taken  by  IFAD  to  im- 
prove its  operations  and  programs.  Other  steps  include  changes  in  governance  and 
organizational  structure,  as  well  as  the  managerial  and  operational  framework 
which  have  led  to  real  cuts  in  IFAD's  budget  for  the  past  two  years. 

It  is  my  understanding  that  the  target  amount  for  the  Fourth  Replenishment  of 
IFAD  has  been  set  at  $600  million.  What  is  the  U.S.  portion  of  that  target,  as  a 
percentage? 
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Answer.  The  U.S.  made  it  clear  when  the  target  level  replenishment  of  $600  mil- 
lion was  agreed  upon  at  the  19th  Governing  Council  session  in  January  1995,  that 
we  could  neither  pledge  nor  agree  to  a  specific  share  of  the  OECD  total  at  that  time. 
The  U.S.  informed  the  membership  that  we  needed  more  time  to  reach  a  decision 
on  our  level  of  support. 

If  the  U.S.  were  to  maintain  a  share  of  IFAD's  Fourth  Replenishment  in  the  same 
proportion  as  our  share  in  the  Third  Replenishment,  we  would  be  expected  to  con- 
tribute 14.6  percent  of  total  member  contributions. 

Question.  Does  the  U.S.  contribution  leverage  contributions  from  other  countries, 
especially  from  OPEC  and  developing  countries? 

Answer.  The  U.S.  contribution  to  the  Third  Replenishment  leveraged  overall  con- 
tributions from  other  donors  by  nearly  7  to  1.  In  the  case  of  OPEC  and  developing 
countries,  the  U.S.  contribution  was  leveraged  by  about  1  to  1. 

Question.  How  does  the  U.S.  share  of  the  total  replenishment  compare  to  U.S.  as- 
sessed or  voluntary  contributions  to  other  multilateral  institutions? 

Answer.  If  the  U.S.  were  to  maintain  a  share  of  IFAD's  Fourth  Replenishment  in 
the  same  proportion  as  our  share  in  the  Third  Replenishment,  it  would  compare 
very  favorably  with  U.S.  assessed  or  voluntary  contributions  to  other  multilateral 
agencies.  For  example,  the  U.S.  contributes  25  percent  to  the  assessed  budgets  of 
the  UN,  FAO,  WHO,  ICAO  and  several  other  UN  system  agencies  compared  with 
14.5  percent  for  IFAD.  In  the  case  of  UNICAF,  the  U.S.  contributes  approximately 
a  little  more  than  25  percent  of  its  core  resources. 

Question.  The  Congressional  Budget  Presentation  on  IFAD  states  "To  participate 
in  the  Fourth  Replenishment  in  a  manner  consistent  with  our  support  for  the  pre- 
vious replenishment,  the  U.S.  would  need  to  provide  a  total  of  $92  million  over  the 
replenishment  period  (three  years)."  However,  the  budget  request  for  IFAD  was  only 
$5  million.  The  U.S.  contribution  to  IFAD  in  the  first  year  of  the  replenishment 
should  be  around  $30  million  based  on  the  anticipated  $92  million  pledge.  Can  you 
explain  why  only  $5  million  was  requested  for  IFAD? 

Answer.  A  total  of  $5  million  was  requested  for  FY  1996  as  an  indication  of  our 
intention  to  participate  in  IFAD's  Fourth  Replenishment.  The  low  level  of  the  re- 
quest recognizes  competing  priority  demands  on  the  International  Organizations 
and  Programs  (IO&P)  account  which  did  not  allow  for  a  larger  request. 

International  Union  for  Conservation  of  Nature 

Question.  IUCN  would  appear  to  be  the  glue  that  holds  together  a  number  of 
items  in  the  IO&P  account.  It  also  has  cooperative  agreements  with  UNDP,  is  con- 
cluding one  with  UNEP  and  is  pursuing  one  with  the  OAS.  It  would  also  appear 
that  the  services  ICUN  provides,  including  substantial  in-kind  volunteer  support, 
cannot  be  duplicated.  Why  isn't  the  U.S.  giving  a  larger  contribution  to  the  Union? 

Answer.  The  U.S.  provides  funding  to  the  IUCN  from  a  variety  of  sources.  In  addi- 
tion to  our  voluntary  request  of  $1  million  for  FY  1996,  we  are  requesting  assessed 
funding  of  $263,000  for  the  IUCN  from  the  Contributions  to  International  Organiza- 
tions (CIO)  account.  Other  federal  agencies,  such  as  EPA  and  NOAA,  also  are  ex- 
pected to  contribute  about  $40,000  to  IUCN.  Given  the  constrained  budgetary  envi- 
ronment, it  is  not  possible  to  increase  our  voluntary  contribution  to  the  IUCN  be- 
yond $1  million  at  this  time. 

Question.  What  are  the  Administration's  conservation  and  sustainable  develop- 
ment goals  as  they  relate  to  the  IO&P  account  and  the  items  in  it?  How  were  they 
established  and  what  role  does  the  OES  Bureau  play? 

Answer.  With  regard  to  the  IO&P  account,  the  Administration's  primary  environ- 
mental goals  are  to  protect  the  health,  safety,  and  well-being  of  U.S.  citizens  and 
to  address  threats  to  the  global  environment  that  require  a  coordinated  inter- 
national response. 

Most  the  environmental  programs  funded  under  the  IO&P  account  provide  direct 
benefits  to  U.S.  citizens: 

The  Montreal  Protocol  Fund  ensures  the  developing  countries  will  phase  out  their 
use  of  chemicals  that  destroy  the  stratospheric  ozone  layer  and  begin  using  more 
expensive  non-ozone  depleting  substances.  This  funding  not  only  protects  U.S.  tax- 
payers from  skin  cancer  and  other  environmental  effects  of  ozone  layer  destruction, 
it  provides  commercial  opportunities  for  U.S.  companies  that  are  world  leaders  in 
non-ozone  depleting  technologies. 

Funding  for  the  IUCN,  CITES,  Ramsar  Convention,  and  certain  UNEP  programs 
promotes  the  conservation  and  sustainable  use  of  the  planet's  biological  diversity 
and  natural  ecosystems. 

Funding  for  the  IPCC  and  INC  ensure  that  the  best  scientific  and  technical  as- 
sessment of  this  global  threat  forms  the  basis  for  policy  decisions. 
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IO&P  funding  is  also  the  primary  source  for  maintaining  the  required  administra- 
tive support  for  the  system  of  international  environmental  agreements  that  the  glob- 
al community  has  entered  into.  These  include  the  conventions  on  climate  change, 
wetlands  (Ramsar),  world  heritage  sites,  tropical  timber  (ITTO),  biodiversity,  ozone 
depletion  (Montreal  Protocol),  and  trade  in  endangered  species  (CITES).  This  system 
of  agreements  represents  decades  of  international  cooperation  to  manage  the  global 
environment  for  the  good  of  future  generations  of  humankind. 

The  OES  Bureau,  together  with  the  10  Bureau  and  other  State  Department  of- 
fices, is  a  key  actor  in  USG  policies  related  to  the  global  environment.  Because  the 
Department  fo  State  negotiates  international  environmental  agreements  on  behalf 
of  the  U.S.  government,  OES  plays  a  central  coordinating  role,  with  guidance  from 
the  Council  on  Environmental  Quality  and  National  Security  Council,  in  the  devel- 
opment of  U.S.  international  environmental  policy. 

Question.  If  cuts  must  be  made  in  the  IO&P  accounts,  what  is  your  view  of  pre- 
serving the  larger  contributions  as  compared  with  the  smaller  ones?  Doesn't  it  bene- 
fit the  U.S.  to  contribute  to  a  wider  set  of  programs  that  have  delivered  real  value? 

Answer.  Multilateral  organizations,  such  as  UNDP,  UNICEF,  UNFPA,  UNEP  and 
IAEA,  have  a  broad  membership  and  an  international  platform  from  which  to  mobi- 
lize worldwide  commitment  to  addressing  global  problems  such  as  poverty  allevi- 
ation, child  survival,  population  stabilization,  environmental  degradation  and  nu- 
clear non-proliferation.  No  such  platform  will  exist  if  U.S.  funds  are  cut  signifi- 
cantly. Diminution  of  U.S.  support  in  the  larger  voluntarily-funded  agencies — UNDP 
and  UNEP,  for  example — will  have  a  spillover  effect  on  many  small  programs,  such 
as  UNIFEM,  UNCEF  and  CITES,  which  rely  on  these  agencies  for  substantial  sup- 
port. 
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TOM  BOREN,  CEO,  SOUTHERN  ELECTRIC  INTERNATIONAL 
KEN  LAY,  CHAIRMAN  AND  CEO,  ENRON  CORP. 
JOHN  WING,  CHAIRMAN,  THE  WING  GROUP 

JIM  COX,  DIRECTOR,  PROJECT  FINANCE,  WESTINGHOUSE  ELECTRIC 
CORP. 

kenneth  kostal,  president,  sargent  and  lundy,  asia 

Chairman's  Opening  Statement 

Mr.  Callahan.  We  will  go  ahead  and  get  started.  We  try  to  do 
that.  We  try  to  keep  our  meetings  on  time.  We  know  that  you  have 
opening  statements. 

We  appreciate  that  and  we  would  ask  that  you  be  as  brief  as  you 
possibly  can.  You  are  welcome  to  say  anything  you  want,  take  any 
amount  of  time  you  want,  but  please  recognize  that  we  have  two 
panels  this  morning  and  thus  we  want  all  of  you  to  have  the  oppor- 
tunity to  provide  testimony. 

This  hearing  on  export  financing  is  departure  from  our  last  sev- 
eral hearings.  During  those  hearings,  the  subcommittee  listened  to 
government  officials  defend  their  budget  requests  for  foreign  aid. 

This  week  and  next  week,  we  want  to  focus  on  the  part  of  our 
subcommittee's  title  which  is  export  financing.  I  would  like  to  see 
exports  and  American  jobs  become  the  primary  focus  of  this  com- 
mittee over  the  next  couple  of  years. 

Today,  we  will  hear  from  five  distinguished  executives  who  work 
for  private  companies  that  make  a  profit,  or  at  least  I,  and  I  guess 
you  all  hope  they  do,  too.  Employees  of  these  companies  and  others 
like  them  are  the  major  American  users  of  the  programs  we  fund 
in  this  subcommittee.  At  a  time  when  all  spending  is  under  review 
by  this  committee,  I  am  looking  to  our  witnesses  to  justify  using 
tax  dollars  and  the  credit  of  the  United  States  to  promote  exports. 

Next  week,  we  expect  to  take  testimony  from  three  government 
executives  who  use  tax  dollars  to  promote  American  exports  and  in- 
vestments abroad.  They  have  the  Eximbank,  Overseas  Private  In- 
vestment Incorporation  and  the  Trade  and  Development  Agency. 
They  will  be  taking  questions  based  upon  what  we  learn  from  you 
all  this  morning. 

By  the  end  of  the  morning,  we  should  have  a  better  idea  of  the 
comparative  merits  of  the  three  agencies  I  just  mentioned.  We  may 
not  be  able  to  fully  fund  all  three  agencies.  This  hearing  may  help 
us  to  decide  which  are  the  most  effective  and  which  should  receive 
the  highest  priority. 

By  the  end  of  the  morning,  we  should  be  in  a  position  to  explain 
to  our  colleagues  and  to  our  constituents  why  Federal  support  for 
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export  financing  is  different  from  foreign  aid.  We  hope  to  learn  who 
benefits  at  home  and  who  benefits  in  foreign  countries  when  mar- 
ket decisions  replace  central  planning.  Some  call  this  corporate 
welfare.  It  is  not  my  view,  but  I  hear  that  said  somewhat. 

Like  welfare,  Federal  support  overseas  can  create  dependency 
over  time.  I  would  like  our  witnesses  to  give  us  some  indication 
when  and  under  what  circumstances  we  can  cut  back  on  these  Fed- 
eral export  financing  activities. 

I  would  like  to  know  if  we  can  privatize  them  and  get  a  direct 
return  for  our  investment.  We  will  hear  from  two  panels.  The  first 
one  will  try  to  educate  us  about  the  fastest  growing  market  for  our 
American  exports,  private  energy  projects  in  the  newly  industri- 
alized and  developing  countries. 

My  friend,  Tom  Boren,  is  the  President  of  Southern  Electric 
International  and  he  will  testify  on  behalf  of  the  International  En- 
ergy Development  Council.  Two  other  innovative  executives  with 
extensive  international  experience  have  agreed  to  come  to  Wash- 
ington today,  Ken  Lay,  Chairman  of  the  Enron  Corporation;  and 
John  Wing,  the  Chairman  of  the  Wing  Group.  They  have  experi- 
ence working  with  U.S.  export  agencies  on  billions  of  dollars  of 
projects  abroad.  Some  of  these  private  energy  projects  are  in  coun- 
tries that  rejected  foreign  private  investment  just  a  few  years  ago. 

Our  second  panel  will  consist  of  two  witnesses  who  reflect  dif- 
ferent groups  of  customers  for  our  export  financing  agencies.  Un- 
like the  first  panel,  they  are  more  involved  in  public  sector  projects. 
Jim  Cox  is  the  Director  of  Project  Finance  for  a  leading  traditional 
exporter  of  manufactured  goods,  Westinghouse  Electric  Corpora- 
tion. He  is  appearing  on  behalf  of  the  Coalition  for  Employment 
through  Exports.  Ken  Kostal  is  of  Sargent  &  Lundy,  Asia,  a  tradi- 
tional consulting  firm  headquartered  in  Chicago.  He  is  also  rep- 
resenting the  American  Consulting  Engineers  Council.  Most  of  the 
council  members  are  small  businesses  that  employ  fewer  than  30 
people. 

I  appreciate  very  much  all  of  you  taking  the  time  and  the  trouble 
to  be  here  today  and  I  would  like  for  Mr.  Wilson,  if  he  has  any 
opening  comments  to  address  the  panel. 

Mr.  Wilson's  Opening  Statement 

Mr.  Wilson.  Thank  you,  Mr.  Chairman.  I  just  have  a  couple  of 
things  to  add.  One  is  that  we  noticed  in  the  paper  yesterday  and 
it  was  distressing  news  that  our  balance  of  payments  deficit  had 
reached  an  all-time  high  in  the  last  month.  I  would  like  to  point 
out  that  the  Eximbank  and  OPIC  and  the  agencies  we  are  discuss- 
ing today  are  our  best  weapons  to  try  to  reverse  that  particular 
trend. 

I  would  also  like  to  point  out,  and  I  hope  that  we  can  convince 
our  colleagues  of  this,  that  in  the  case  of  OPIC  in  particular,  that 
OPIC  actually  reduces  our  deficit  every  year.  Once  we  can  satisfy 
ourselves  as  to  the  soundness  of  their  loans  and  investments,  I 
think  that  if  we  can  appropriate  money  that  has  a  net  reduction 
of  the  Federal  deficit,  then  we  have  done  a  good  job.  In  addition 
to  promoting  exports,  we  promote  jobs  throughout  the  United 
States.  With  that,  I  will  cease.  I  am  very  interested  in  hearing  from 
our  panel. 
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Mr.  Callahan.  Thank  you,  and  we  tried  to  devise  a  scheme  that 
would  not  show  partisanship  to  any  particular  priority  based  upon 
the  importance.  All  of  you  are  very  important.  All  of  you  are  very 
successful.  All  of  you  are  rather  handsome,  so  we  decided. 

Mr.  Wing.  We  are  getting  pretty  far  from  the  truth. 

Mr.  Callahan.  We  decided  the  best  way  is  to  go  alphabetically. 
Tom,  you  are  first. 

Mr.  Boren's  Statement 

Mr.  Boren.  Good  morning  and  thank  you,  Mr.  Chairman,  for  the 
opportunity  to  testify  today.  As  you  said,  my  name  is  Tom  Boren 
and  I  am  President  and  Chief  Executive  Officer  of  Southern  Elec- 
tric International  in  Atlanta,  Georgia.  Southern  Electric  is  the 
independent  power  subsidiary  of  the  Southern  Company,  the  larg- 
est electric  utility  system  in  the  United  States.  Today,  however,  I 
am  testifying  on  behalf  of  the  International  Energy  Development 
Council. 

The  International  Energy  Development  Council  is  a  group  of 
major  U.S.  companies  that  is  organized  to  promote  the  successful 
participation  of  U.S.  firms  in  privately  financed  power  projects  in 
foreign  markets.  The  Council  has  spent  a  great  deal  of  time  review- 
ing the  programs  and  policies  of  Federal  agencies,  export  agencies, 
and  we  appreciate  the  chance  to  share  our  views  with  this  sub- 
committee today. 

I  want  to  briefly  highlight  several  points  made  in  my  written  tes- 
timony which  I  would  ask  to  be  made  part  of  the  hearing  record. 
I  want  to  advise  the  committee  of  the  importance  of  export  pro- 
motion programs  in  the  context  of  overseas  private  power  markets. 
For  the  U.S.  industry  to  compete  effectively,  greater,  not  less  Fed- 
eral assistance,  is  going  to  be  required  for  a  limited  time  in  order 
to  mobilize  private  financing  in  these  emerging  markets. 

Mr.  Chairman,  the  members  of  the  IEDC  appreciate  the  fact  that 
you  and  your  colleagues  must  make  some  very  difficult  budget 
choices  that  hopefully  seek  to  promote  a  coherent  foreign  policy 
which  not  only  meets  our  development  and  humanitarian  assist- 
ance goals  for  underdeveloped  countries,  but  also  helps  to  support 
a  very  growing  and  robust  economy  here  at  home.  These  dual  roles 
can  be  achieved  through  effective  export  promotion  and  as  a  con- 
sequence, export  promotion  programs  should  be  a  core  element,  we 
think,  of  American  foreign  policy. 

Exports  have  accounted  for  40  percent  of  U.S.  economic  growth 
over  the  last  seven  years.  Power  projects  in  the  U.S.-sourced  equip- 
ment and  investment  that  constitute  these  projects  are  becoming  a 
larger  percentage  of  that  export  market.  These  same  projects  help 
to  ensure  growing  economies  and  sustainable  development,  and  to 
that  end,  such  projects  also  specifically  support  our  development 
assistance  goals,  and  thus  we  can  help  developing  countries  and 
ourselves  as  well. 

According  to  the  International  Finance  Corporation,  over  $200 
billion  will  be  spent  per  year  on  privately  financed  infrastructure 
projects  in  the  developing  world  during  the  next  decade.  And  over 
half  of  that  amount  will  be  spent  on  energy  projects.  Our  national 
economy  could  benefit  a  great  deal  if  the  U.S.  is  able  to  capture  a 
significant  share  of  this  world  private  power  market. 
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I  want  to  emphasize,  Mr.  Chairman,  that  U.S.  companies  have 
a  competitive  edge  in  the  power  market,  particularly  the  privatized 
power  market  where  we  finance  the  projects  and  pay  off  debt 
through  the  cash  flow  of  that  individual  project. 

The  U.S.  independent  power  industry  has  developed  over  40,000 
megawatts  of  domestically  based  projects.  That  is  more  than  any- 
one else  in  the  world  has  done.  We  can  win  a  large  portion  of  the 
growing  international  power  market,  but  we  need  your  help,  par- 
ticularly to  help  finance  these  projects.  We  are  not  talking  about 
grants  of  money,  but  rather,  guarantees  and  insurance  to  share  in 
a  portion  of  the  risk  involved. 

The  Department  of  Commerce  estimates  that  $1  billion  of  in- 
creased exports  creates  20,000  U.S.  jobs,  and  the  important  thing 
is  also  to  recognize  that  export-related  jobs  pay  approximately  13 
percent  more  than  nonexport  related  jobs. 

For  the  fiscal  year  1996,  the  administration  has  requested  a  total 
of  $924  million  to  operate  Eximbank,  OPIC  and  TDA  programs, 
$823  million  for  Exim,  $34  million  for  OPIC  and  $67  million  for 
TDA.  This  amount  represents  approximately  7  percent  of  the  total 
foreign  operations  request  that  would  fall  under  the  purview  of  this 
subcommittee.  This  amount  is  modest  when  you  consider  that  with 
these  funding  levels,  Exim  and  OPIC  alone,  through  the  leveraging 
effect  of  guarantees,  can  support  $16  billion  in  U.S.  exports  and  in- 
vestments overseas. 

In  recent  years,  Exim  and  OPIC  have  been  able  to,  for  all  intents 
and  purposes,  meet  the  needs  of  U.S.  businesses  seeking  export 
support.  However,  due  to  an  unprecedented  call  on  their  resources, 
there  is  a  severe  gap  growing  between  the  current  lending  capacity 
of  these  agencies  and  the  amount  of  U.S. -led  deals,  which  will  need 
export  credit  support  in  the  next  few  years. 

For  example,  many  overseas  power  projects  that  have  been  in  the 
development  stages  for  the  last  couple  of  years  are  maturing  and 
will  require  financing  during  the  next  several  years.  In  other 
words,  a  completely  new  market  sector  of  privately  financed  power 
projects  will  be  seeking  credit  support. 

More  specifically,  the  IEDC  has  conducted  a  preliminary  survey 
of  seven  significant  U.S.  power  developers,  including  Southern,  to 
determine  the  magnitude  of  financing  requirements  for  just  the 
next  three  years.  Seven  U.S.  firms,  Mr.  Chairman,  over  the  next 
three  years  are  involved  in  power  projects  totaling  about  $20  billion 
per  year.  The  total  capacity  of  Exim  and  OPIC  in  the  coming  fiscal 
year  is  about  $16  billion  for  all  the  various  projects  developed  over- 
seas by  U.S.  firms.  The  demand  will  far  outstrip  the  resources  and 
in  the  end  we  are  going  to  be  forced  to  use  foreign  equipment  sup- 
pliers. 

We  recommend  funding  for  Exim  and  OPIC  for  fiscal  year  1996 
at  the  level  of  $850  million  for  Exim,  $110  million  for  OPIC  and 
full  funding  for  TDA.  The  reason 

Mr.  Wilson.  How  much  would  that  be? 

Mr.  BOREN.  Full  funding  for  TDA  I  think  is  $67  million.  First, 
with  these  amounts,  Exim,  OPIC  and  TDA  could  support  over  $19 
billion  in  U.S.  exports  and  investments  overseas.  Second,  if  suffi- 
cient capital  is  not  available  through  U.S.  export  credit  programs, 
U.S.  developers  will  be  forced  to  purchase  foreign  equipment  with 
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the  assistance  of  foreign  ECAs,  causing  U.S.  exporters  of  goods  and 
services  to  lose  significant  amounts  of  international  market  share. 

Finally,  U.S.  export  support  provides  emerging  market  countries 
with  the  means  to  develop  local  infrastructure,  thereby  supporting 
local  economic  growth  and  enabling  host  country  governments  to 
wean  themselves  off  of  additional  U.S.  assistance. 

In  conclusion,  I  would  urge  the  members  of  this  subcommittee  to 
view  export  promotion  as  a  key  component  of  future  American  for- 
eign policy  to  help  the  U.S.  capture  a  significant  portion  of  private 
world  infrastructure  markets  while  assisting  developing  countries 
to  meet  their  economic  development  goals,  and  also  supporting 
strong  economic  growth  here  at  home. 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  come  here  and 
talk  to  this  subcommittee  and  I  would  be  glad  to  answer  any  ques- 
tions that  you  may  have. 

[The  statement  of  Mr.  Boren  follows:] 


222 


TESTIMONY  OF  TOM  BOREN 

CO-CHAIRMAN 

INTERNATIONAL  ENERGY  DEVELOPMENT  COUNCIL 

AND 

PRESIDENT 
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HOUSE  APPROPRIATIONS  COMMITTEE 

SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 
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Good  morning  and  thank  you,  Mr.  Chairman,  for  the  opportunity  to  testify  today.   My  name 
is  Tom  Boren  and  I  am  President  and  Chief  Executive  Officer  of  Southern  Electric 
International  in  Atlanta,  GA.    Southern  Electric  is  the  independent  power  subsidiary  of  the 
Southern  Company,  the  largest  electric  utility  system  in  the  United  States.    Southern  Electric 
is  actively  developing  power  projects  in  Asia,  Latin  America,  Europe  and  the  domestic  U.S. 
Overseas,  we  have  successfully  closed  projects  in  Argentina,  Chile,  Trinidad  &  Tobago  and 
the  Bahamas.    I  am  testifying  today  on  behalf  of  the  International  Energy  Development 
Council  (TEDC). 

The  International  Energy  Development  Council  is  a  group  of  major  U.S.  companies 
organized  to  promote  the  successful  participation  of  U.S.  firms  in  privately-financed  power 
projects  in  foreign  markets.   The  Council's  members  include  U.S.  developers,  equipment 
suppliers,  construction  companies  and  financial  institutions.   The  Council  has  spent  a  great 
deal  of  time  reviewing  the  programs  and  policies  of  federal  export  agencies  and  we 
appreciate  the  chance  to  share  our  views  with  this  subcommittee. 

Mr.  Chairman,  the  members  of  the  IEDC  appreciate  the  fact  that  you  and  your  colleagues 
must  make  difficult  choices  to  help  our  nation  meet  the  many  challenges  of  the  post-Cold 
War  era.    During  a  time  of  budget  downsizing,  this  subcommittee  must  help  the  United 
States  develop  a  coherent  foreign  policy  which  not  only  meets  our  national  development  and 
humanitarian  assistance  goals  for  underdeveloped  countries  but  also  helps  to  support  a 
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growing  and  robust  economy  here  at  home.    With  this  in  mind,  let  me  begin  my  testimony 
by  saying  the  IEDC  believes  export  promotion  should  be  a  core  element  of  future  American 
foreign  policy. 

Export  promotion  directly  benefits  our  national  economy.   By  helping  U.S.  companies 
finance  large  private  infrastructure  projects  in  developing  countries,  export  promotion 
agencies  stimulate  U.S.  exports  (the  fastest  growing  sector  of  our  economy),  thereby  helping 
to  create  high-wage  American  jobs,  stimulate  domestic  economic  growth  and  balance  the 
national  trade  deficit.   Moreover,  most  export  credit  agencies  are  able  to  leverage  their 
annual  federal  funding,  in  some  cases  up  to  40  times  the  appropriated  amount,  and  should 
therefore  be  viewed  as  one  of  the  most  cost-efficient  components  of  our  international 
operations. 

The  purpose  of  my  testimony  today  is  to  discuss,  from  the  power  industry's  perspective,  the 
critical  importance  of  U.S.  export  promotion  programs  and  to  support  future  funding  for  the 
U.S.  Export-Import  Bank  (Eximbank),  the  Overseas  Private  Investment  Corporation  (OPIC) 
and  the  Trade  and  Development  Agency  (TDA). 

During  my  testimony,  I  will  touch  on  4  important  topics: 

1.  Worldwide  trends  toward  privatization  and  the  experience  of  U.S.  ■companies; 

2.  Financing:  the  largest  impediment  for  U.S.  companies  seeking  business  overseas; 

3.  The  vital  importance  of  the  export  credit  agencies  and  how  they  fill  in  "financing 
gaps";  and 

4.  Why  current  funding  levels  for  Eximbank,  OPIC  and  TDA  should  be  maintained  or 
increased  for  fiscal  year  1996. 
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Worldwide  Trends  Toward  Privatization  And  The  Experience  Of  The  United  States 

The  development  of  electric  power  facilities  has  historically  been  a  building  block  for 
economic  growth  in  developing  countries.   Because  power  shortages  are  constraining 
economic  growth  in  developing  countries,  many  governments  lacking  the  funds  to  build  or 
refurbish  publicly-owned  power  facilities  are  increasingly  seeking  innovative  ways  to  pay  for 
capital  intensive  power  generation  facilities.   As  a  result,  "privatization",  a  movement  to  let 
private  sector  entities  own  and/or  operate  production  facilities  and  provide  services 
previously  performed  by  the  government,  is  sweeping  the  developing  world. 

Privatization  offers  some  key  advantages  over  government  ownership.   First,  private 
ownership  draws  upon  entrepreneurial  ingenuity;  the  private  developer  is  responsible  for 
arranging  the  financing  of,  causing  the  construction  of,  and  thereafter  being  responsible  for 
the  on-going  operation  and  maintenance  of  the  power  facility.  Therefore,  the  private  sector 
owner/operator  has  a  vested  interest  in  maximizing  the  facility's  output  and  assuring  its 
economic  viability.   Second,  the  private  sector  assumes  the  responsibility  for  the  debt  and 
equity  of  a  project,  removing  the  obligations  from  the  balance  sheet  of  financially-burdened 
foreign  governments  or  nationally-owned  utilities. 

Worldwide  private  power  generation  needs,  and  the  funds  associated  with  development,  are 
enormous.    According  to  the  International  Finance  Corporation  (IFC),  over  $200  billion  will 
be  spent  gei  year  on  privately-financed  infrastructure  projects  in  the  developing  world  during 
the  next  decade;  over  half  of  this  amount  will  be  spent  on  energy  projects.   Our  national 
economy  could  benefit  a  great  deal  if  the  U.S.  is  able  to  capture  a  significant  share  of  this 
world  private  power  market.   The  Department  of  Commerce  estimates  that  $1  billion  of 
increased  exports  creates  20,000  U.S.  jobs  and  export-related  jobs  pay  approximately  13% 
higher  wages  than  non-export  jobs. 

Importantly,  companies  involved  in  the  U.S.  electric  power  industry  have  the  benefit  of 
experience  unparalleled  in  other  countries.   U.S.  independent  power  producers  have 
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privately-financed  and  developed  more  than  40,000  megawatts  of  domestic  generation 
capacity  and  have  extensive  experience  with  managing  and  supplying  the  generation  and 
transmission  of  electricity.   Many  U.S.  companies  have  experience  with  large  scale  plant 
construction  and  operation  as  well  as  smaller  scale  power  generation  through  the  use  of 
cogeneration  and  renewable  resources. 

Despite  this  advantage,  experience  alone  will  not  guarantee  significant  market  share  for  U.S. 
electric  power  developers  who  wish  to  enter  the  burgeoning  power  markets  of  the  developing 
world;  developers  must  have  access  to  these  markets  and  must  be  competitive  because  the 
vast  majority  of  these  power  market  opportunities  are  likely  to  be  won  through  competitive 
bidding. 

The  key  to  winning  these  markets,  because  U.S.  developers  already  have  the  edge  on  know- 
how,  is  financing. 

Financing:  The  Largest  Impediment  For  U.S.  Companies  Seeking  Business  Overseas 

Due  to  the  enormous  cost  associated  with  the  development  of  an  electric  power  plant  (a  large 
energy  project  can  cost  more  than  $1  billion),  most  private  power  deals  require  "project 
financing",  a  financial  arrangement  which  relies  upon  the  revenue  stream  from  the  sale  of 
power  to  repay  the  debt  to  lenders  and  equity  and  returns  to  investors.   Although  many 
projects  in  the  United  States  have  been  successfully  completed  on  a  project  finance  basis,  the 
risks  associated  with  international  ventures,  particularly  in  less  developed  nations,  make  it 
exceedingly  difficult  to  raise  the  necessary  private  capital.   And,  unless  the  host  country  has 
a  particularly  well-developed  regulatory  system  and  a  stable  political  environment  raising 
capital,  without  credit  support  from  government  agencies,  like  EXIM  or  OPIC,  is  not 
possible. 

Risks  associated  with  overseas  projects  can  be  viewed  in  two  categories:  "political  risks"  and 
project-related  commercial  risks.   Political  risks  can  be  the  lack  of  a  stable  legal,  regulatory 
or  political  framework  to  fairly  govern  a  private  entity  generating  and  selling  electric  power. 
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Project  risks  can  be  pre-completion  risks  (including,  for  example,  a  delay  in  construction,  the 
fact  that  the  plant  design  or  construction  fail  to  meet  the  agreed  specification,  or  that  capital 
costs  exceed  the  contracted  price),  and/or  operation  risks  (including  failure  to  achieve 
expected  outputs,  operation  and  maintenance  costs  that  exceed  budget,  or  defaults  by  the 
purchasing  entity). 

In  order  to  attract  private  investment,  these  risks  must  be  adequately  contained.   Many 
commercial  risks  can  be  dealt  with  through  legal  agreements  and  contracts  between  the 
participating  parties.    In  many  cases,  however,  some  risks  (essentially  political  risks)  cannot 
realistically  be  handled  by  private  parties.   This  is  where  export  credit  agencies  need  to  step 


The  Importance  Of  Export  Credit  Agencies  and  Political  Risk  Insurance:  How  Thev  Fill  In 
The  "Financing  Gaps' 

Without  the  participation  of  export  credit  agencies,  and  providers  of  political  risk  coverage, 
such  as  the  U.S.  Export  Import  Bank  (Eximbank)  and  the  Overseas  Private  Investment 
Corporation  (OPIC),  it  will  not  be  possible  in  some  countries  to  attract  sufficient  capital  to 
finance  a  private  power  project. 

As  I  mentioned  earlier,  a  large  private  power  project  overseas  may  cost  as  much  as  $1 
billion.   In  many  cases,  a  project  developer  is  willing  to  invest  25-30%  of  equity  ($250-$300 
million);  the  rest  of  the  capital  for  the  project  must  be  raised  through  debt  obligations. 
Commercial  banks  are  currently  unwilling  to  provide  the  necessary  debt,  in  part,  due  to  fears 
about  high  political  and  commercial  risk  in  less  developed  countries. 

For  this  reason,  agencies  such  as  OPIC  and  Eximbank,  play  a  vital  role  in  helping  U.S. 
companies  finance  projects  overseas.    Eximbank  and  OPIC  provide  private  financing  (either 
through  direct  loans  or  through  loan  guarantees)  and  OPIC  also  provides  political  risk 
insurance.   The  involvement  of  Exim  and  OPIC  affords  additional  protection  against  host 
government  default  because  Exim  and  OPIC,  as  instruments  of  the  U.S.  government,  have 
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fall  under  the  purview  of  this  subcommittee.   This  amount  is  modest  when  you  consider  that 
with  these  funding  levels,  Eximbank  and  OPIC  alone,  through  the  leveraging  effect  of  their 
financing,  could  support  $16  billion  in  U.S.  exports  and  investment  overseas  with  this 
requested  amount  (using  the  Department  of  Commerce  figure,  this  could  create  about 
320,000  American  jobs). 

While  the  IEDC  is  sympathetic  to  the  need  for  budget  cutbacks,  we  feel  strongly  that  funding 
for  these  agencies  must  be  sustained,  and  increased.    Until  recently,  Eximbank  and  OPIC 
have  largely  been  able  to  meet  the  needs  of  U.S.  business  seeking  export  support.    However, 
due  to  sharply  growing  need  for  their  resources  as  U.S.  businesses  are  winning  more 
business  abroad,  OPIC  ran  out  of  fiscal  year  1994  funds  by  June  of  last  year.   OPIC 
anticipates  a  similar  scenario  this  year  and  expects  that  fiscal  year  1995  funds  will  be 
exhausted  by  June. 

As  I  noted  earlier  in  my  testimony,  world  private  power  markets  are  booming  and  industry 
demand  for  export  support  is  rising  at  an  unprecedented  pace.   By  way  of  illustration,  seven 
U.S.  power  developers  doing  business  overseas  [my  company,  Mission  Energy  Company  of 
Irvine,  CA;  AES  Corporation  of  Arlington,  VA;  Entergy  of  Little  Rock,  AK;  Cogen 
Technologies  of  Houston,  TX;  Enron  Corporation  of  Houston,  TX;  and  International 
Generating  Company  (a  joint  venture  between  Bechtel  and  PG&E)]  anticipate  bringing  deals 
to  financial  closure  that  equal  $20.8  billion  in  1995,  $23.4  billion  in  1996  and  $19.1 
billion*'  in  1997. 

As  you  can  see,  there  is  a  severe  gap  growing  between  the  current  lending  capacity  of  these 
agencies  and  the  amount  of  U.S. -led  deals  which  will  need  export  credit  support  within  the 
next  three  years.    Mr.  Chairman,  the  IEDC  is  asking  you  and  the  members  of  this 
subcommittee  to  maintain  funding  levels  for  Eximbank  and  markedly  increase  funding  for 
OPIC  in  fiscal  year  1996.   We  are  recommending  the  following  funding  levels:    funding  of 
$850  million  for  Eximbank  and  $1 10  million  for  OPIC.   With  these  amounts,  Eximbank  and 


11      This  figure  is  based  on  6  of  the  7  companies  only. 
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OPIC  could  support  approximately  $19  billion  in  U.S.  exports  and  investment  overseas. 
Further,  the  IEDC  believes  TDA  serves  the  important  function  of  supporting  U.S.  firms  in 
developing  the  feasibility  of  overseas  infrastructure  projects  and,  as  a  result,  the  Council 
supports  fully  funding  TDA. 

While  the  IEDC  has  adopted  no  formal  position  with  regards  to  a  source  of  funds  to  increase 
the  financing  capacity  of  Eximbank  and  OPIC,  some  members  of  the  IEDC  have  suggested 
that  funding  for  programs  within  the  ISO  international  affairs  account  could  be  re-allocated  to 
help  pay  for  increases  in  Eximbank  and  OPIC  funding. 

Conclusion 

The  developing  world  represents  the  future  for  U.S.  economic  and  job  growth.   Over  the  last 
seven  years,  40%  of  U.S.  economic  growth  came  from  exports.   Further,  it  is  expected  that 
the  developing  world  will  grow  twice  as  fast  as  the  developed  world  over  the  next  decade 
and  that  infrastructure  needs,  like  power,  will  offer  enormous  market  opportunities  for  U.S. 
companies.   To  help  the  U.S.  capture  a  portion  of  this  competitive  market  while  assisting 
developing  countries  to  meet  their  economic  development  goals,  I  would  urge  the  members 
of  this  subcommittee  to  view  export  promotion  as  a  key  component  of  future  American 
foreign  policy. 

Thank  you  Mr.  Chairman  for  the  opportunity  to  present  this  testimony.   I  would  be  happy  to 
answer  any  questions  you,  or  other  members  of  the  subcommittee,  may  have. 
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Mr.  Callahan.  Thank  you. 
Mr.  Lay. 

Mr.  Lay's  Opening  Statement 

Mr.  Lay.  Thank  you,  Mr,  Chairman.  My  name  is  Ken  Lay.  I  am 
Chairman  and  CEO  of  Enron  Corporation,  and  am  very  pleased  to 
be  asked  to  participate  today  in  these  hearings  and  particularly 
talk  about  the  effectiveness  and  maybe  the  appropriate  level  of 
funding  for  some  of  these  export-oriented  public  finance  organiza- 
tions. 

Enron,  as  you  may  know,  Mr.  Chairman,  is  a  very  large  inte- 
grated natural  gas  company,  one  of  the  largest  in  the  world,  but 
we  have  also  been  very  active  in  developing  infrastructure  projects 
around  the  world.  We  think  we  probably  have  developed  more 
projects,  or  at  least  taken  them  to  financial  closure,  in  these  devel- 
oping countries  than  any  other  U.S.  company. 

I  will  also  refer  just  briefly  this  morning  to  some  data  provided 
to  us  by  the  AES  Corporation  of  Virginia,  Mission  Energy  of  Cali- 
fornia, which  are  two  other  large  developer  companies,  such  as  our- 
selves. 

The  amount  of  financing  needed  for  these  export  projects  is  grow- 
ing almost  exponentially.  It  is  a  very  large  market,  a  very  fast 
growing  market  and  it  is  one  where  we  think,  in  fact,  U.S.  compa- 
nies have  a  fairly  distinct  competitive  advantage  at  this  time.  I 
should  say  at  the  outset,  I  will  not  talk  about  it  further,  at  least 
in  my  testimony,  certainly  the  political  risk  insurance  provided  by 
OPIC  and  the  multilateral  investment  guarantee  agency,  which  is, 
of  course,  part  of  the  World  Bank,  is  also  extremely  important  to 
these  projects,  but  that  is  pretty  much  handled  outside  of  the  ap- 
propriations process,  so  I  will  not  get  into  too  much  detail  on  that 
today. 

The  comment  that  Congressman  Wilson  made  on  the  trade  defi- 
cit, I  think,  is  very  valid  because  we  do  believe  with  appropriate 
support  from  these  public  finance  agencies,  U.S.  companies  can 
capture  a  very  significant  share  of  what  has  turned  out  to  be  an 
enormous  market  for  U.S.  goods  and  services. 

I  know  the  dilemma  this  committee  faces,  as  does  the  whole  Con- 
gress right  now,  and  that  is,  how  do  you  fund  those  things  that  ap- 
pear to  need  funding,  and  maybe  increase  funding  in  some  areas, 
and  still  at  the  same  time  come  to  grips  with  the  very  large  budget 
deficit. 

One  of  my  colleagues,  Linda  Powers,  testified  before  your  com- 
mittee earlier  this  year  and  she  suggested  that  we,  in  fact,  view  the 
150  account  somewhat  differently  and,  in  fact,  begin  moving  to- 
ward privatization  of  the  U.S.  development  assistance  area.  To  the 
extent  we  are  successful  at  that,  of  course,  it  will  free  up  a  lot  of 
monies  now  spent  directly  through  the  traditional  foreign  aid  ac- 
tivities at  AID  and  we  would  propose  that  some  of  those  savings, 
a  fairly  modest  part  of  those  savings,  I  might  add,  be  redirected  to- 
ward the  public  financing  agencies,  and  particularly  OPIC  and 
Exim  to  encourage  export  of  U.S.  goods  and  services  through  their 
very  high  leveraging  approach  to  financing,  and  then,  of  course,  a 
substantial  amount  of  those  savings  would  still  be  available  to  re- 
duce the  deficit. 
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We  do  see  today  that  the  private  parties  in  these  various  coun- 
tries and  companies  such  as  mine  are  willing  to  take  significant 
risk  to  develop  these  projects.  We,  in  fact,  are  causing  the  countries 
to  do  many  of  the  things  that  our  foreign  assistance  dollars  have 
tried  for  years  to  encourage  them  to  do,  such  as  clarify  property 
and  contract  rights,  ending  of  subsidized  price,  regulatory  stream- 
lining and  reform,  and  we  think  it  is  more  appropriate  that  we  at- 
tempt to  achieve  those  economic  and  political  goals  through  the  pri- 
vate sector  and  private  infrastructure  projects  than  certainly  our 
track  record  has  suggested  through  the  public  assistance  or  the  for- 
eign aid  direction. 

I  want  to  hit  just  very  quickly  four  major  items  and  then,  of 
course,  obviously  would  love  to  answer  your  questions,  but  first, 
how  much  lending  capacity  is  needed  from  these  agencies;  second, 
why  private  lenders  are  not  available,  at  least  for  the  time  being, 
to  provide  this  lending;  third,  how  well  the  finance  agencies  are 
performing;  and,  of  course,  four,  how  the  financing  provided  by 
these  agencies  is  market  equivalent  and  is  not,  quote,  "corporate 
welfare,"  close  quote. 

Lending  capacity  needed:  again,  as  Tom  indicated,  this  is  an  ex- 
tremely large  market.  The  World  Bank  estimates  that  the  infra- 
structure needs  of  the  developing  world  will  be  about  $200  billion 
per  year  and,  of  course,  they  estimate  about  half  of  that,  about 
$100  billion  per  year  will  be  for  energy  infrastructure. 

Most  of  that  for  electric  power  generation,  plus  some,  of  course, 
pipeline  transmission,  distribution  and  so  forth.  Even  if  we  take  a 
bit  of  a  haircut  to  that  and  look  at  it  as  far  as  what  can  practically 
get  done,  most  observers  still  say  we  are  talking  about  somewhere 
between  $75  to  $85  billion  a  year  of  energy  infrastructure  projects. 

We  can  easily  add  up  to  about  600  gigawatts  of  additional  power 
that  will  be  needed  over  the  next  decade  in  the  developing  world 
on  various  continents  around  the  world.  That  power  will  cost  about 
a  billion  dollars  a  gigawatt  so  it  is  about  $600  billion. 

Right  now,  the  U.S.  companies  are  winning  a  major  share  of 
these.  Out  of  the  first  eight  fast-track  projects  in  India,  seven  of 
those  are  by  U.S.  developers,  as  Tom  said  and  in  part  it  is  because 
we  did  move  first  to  open  up  our  electric  power  industry  in  the  U.S. 
We  do  have  more  companies  with  experience  in  developing  inde- 
pendent power  projects  and  financing  them,  and,  of  course,  we  also 
have  companies  such  as  my  own  and  the  other  two  at  this  table 
that  are  willing  to  risk  capital  on  the  front  end,  many  times  $5  to 
$15  or  $20  million  of  capital  just  to  see  if  a  project  can  be  devel- 
oped, while  many  of  the  other  companies  from  other  countries  have 
not  been  willing  to  risk  that  kind  of  capital. 

But  I  think  it  is  fair  to  say  that  the  Europeans  and  Japanese  in 
particular  are  gaining  ground  on  us.  They  realize  the  importance 
of  this  market.  They  are  devoting  a  lot  of  resources  to  it  and,  of 
course,  it  is  becoming  much  more  competitive  and,  indeed,  in  many 
cases,  the  availability  of  financing  may  be  the  determinant  as  to 
which  company  and  which  country  will  benefit  from  this  very  large 
market. 

If  we  look  at  just  Enron,  AES  and  Mission  Energy,  and  look  at 
projects,  which  we  think  we  have  a  reasonable  chance  of  financing 
or  closing  over  the  next  three  years,  just  these  three  companies 
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alone  have  over  $40  billion  of  projects  in  active  development  at  this 
time.  And  so  if  you  compare  that  $40  billion  from  just  these  three 
companies  and  look  at  OPIC's  capacity,  about  a  billion  dollars  this 
year,  maybe  a  billion  dollars,  three  next  year,  if  you  look  at  Exim, 
maybe  about  $15  billion  this  year,  and  maybe  $18  billion  in  the  fis- 
cal year  1995,  you  can  see  that  any  one  of  these  companies,  and 
certainly  all  three  of  them  could  easily  use  up  all  of  the  capacity 
of  OPIC  and  Exim,  not  that  that  would  be  the  only  source  of  fi- 
nancing, but  it  does  give  you  an  order  of  magnitude  of  the  chal- 
lenge here. 

So  I  think  it  is,  at  least  to  us,  it  is  pretty  obvious  that,  in  fact, 
we  do  need  more  capacity  in  these  two  public  financing  institutions 
if  U.S.  companies  are  to  be  competitive  in  this  extremely  large  and 
as  Tom  also  said,  highly  productive  market  for  U.S.  workers. 

Our  recommendation,  and  this  is  based  both  on  our  own  evalua- 
tion as  well  as  some  work  done  by  the  Coalition  for  Employment 
through  Exports,  a  trade  group  we  are  part  of,  and  the  Inter- 
national Energy  Development  Council,  is  that  OPIC  needs  at  least 
$110  million  appropriation  and  with  their  leveraging  of  about  40  to 
1,  they  could  support  3.5  to  $4  billion  in  core  projects  with  that. 

Exim  needs  at  least  $850  million.  Again,  with  the  leveraging 
they  get  on  their  appropriation,  that  would  support  about  $21  bil- 
lion in  lending,  but  we  think  those  are  minimum  numbers  for  those 
two  institutions  in  this  environment. 

I  will  speak  briefly  to  the  Trade  Development  Agency. 

Mr.  Wilson.  Can  I  interrupt  you  a  minute? 

Mr.  Lay.  Absolutely. 

Mr.  Wilson.  You  said  that  the  $850  million  for  Exim  would  le- 
verage out  to  how  many  dollars  in  projects? 

Mr.  Lay.  In  both  OPIC  and  Exim,  the  leveraging  factor  is  be- 
tween 20  and  40  depending  on  the  projects. 

Mr.  Wilson.  Both  of  those  institutions  have  about  the  same  le- 
verage? 

Mr.  Lay.  About  the  same  leverage,  probably  OPIC  a  little  bit 
higher,  but  in  both  cases  about  a  20  to  40  times  multiple.  Which 
again,  you  go  back  to  the  comparison  with  AID,  where,  in  fact,  that 
is  about  a  one  for  one  dollar  expenditure  where  here  you  are  get- 
ting a  20  to  40  times  leveraging  factor  on  U.S.  exports  and  U.S. 
services. 

The  Trade  Development  Agency,  again,  we  think  does  a  good  job. 
We  are  not  a  primary  user  of  that  agency,  but  again,  $100  million 
is  probably  a  very  appropriate  number  for  the  work  that  they  are 
doing,  also  to  encourage  U.S.  exports.  And  always  keep  in  mind  in 
all  these  projects,  companies  like  the  three  at  this  table  are  putting 
25  to  30  percent  of  their  own  risk  capital  in  as  equity  and  then, 
of  course,  we  are  getting  financing  from  many  other  financing  orga- 
nizations. 

Why  private  lenders  are  not  available  to  provide  the  necessary 
financing  is  a  good  question,  but  they  are  not.  Some  of  that  goes 
back  certainly  to  the  experiences  that  the  commercial  banks  and 
others  had  on  their  sovereign  loans  several  years  ago  in  these  de- 
veloping countries.  But  primarily,  to  finance  these  projects,  which 
are  long-term  projects,  we  need  at  least  10  to  15-year  financing. 
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The  commercial  banks  are  not  willing  to  provide  that.  There  are 
also  certain  bank  regulations  and  supervision  factors  that  discour- 
age them  from  doing  that.  Loans  in  developing  countries  are  treat- 
ed much  more  onerously  than  loans  in  developed  countries.  And  of 
course,  finally,  even  if  the  banks  are  able  to  evaluate  the  kind  of 
risks  that  they  have  to  take  on  in  these  developing  countries,  they 
have  very  little  capacity  to  cope  with  changes  in  that  risk,  where, 
in  fact,  the  U.S.  Government  public  financial  institutions  do.  Very 
important  factor:  an  Export-Import  or  OPIC  can,  in  fact,  deal  gov- 
ernment-to-government if  certain  factors  turn  negative  in  those 
countries. 

We  are  actively  trying  to  develop  other  alternatives.  We  were  the 
first  to  get  144A  capital  market  financing  for  a  project  in  the  Phil- 
ippines. We  have  expanded  that  now  in  Colombia  where  we  have 
even  got  an  investment  grade  rating  on  a  pipeline  project.  But  even 
these  markets  are  very  uncertain.  You  know,  events  like  the  inter- 
est rate  increases  in  January  of  last  year,  or  more  recently  the 
Mexican  prices  occur  and  almost  overnight,  those  sources  of  funds 
just  disappear.  We  were  in  the  middle  of  financing  two  projects,  as 
the  Mexican  crisis  hit.  In  both  cases  we  had  to  go  to  alternative 
financing  to  get  them  done.  It  was  a  bit  of  a  scramble  to  get  that 
done. 

How  well  are  the  financing  agencies  performing?  We  think  they 
are  performing  well,  not  that  they  can't  perform  better.  We  might 
get  to  that  during  the  question  and  answer  again,  but  if  you  com- 
pare what  Exim  and  OPIC  are  doing  with  their  dollars,  such  as 
agencies  like  AID,  it  is  pretty  compelling  that  they  are  doing  a 
much  more  efficient  and  effective  job. 

I  will  read  that  one  paragraph  in  my  testimony,  that  OPIC  and 
Exim  are  minimizing  operating  costs.  Again,  the  contrast  with  AID, 
for  example,  is  striking.  AID  is  administering  $7.5  billion  in  pro- 
grams (and,  of  course,  more  than  $2  billion  of  those  are  transfers 
to  Egypt  and  Israel,)  with  8,000  employees  and  about  $570  million 
in  administrative  costs.  OPIC  is  administering  about  $8.6  billion  in 
lending  and  political  risk  insurance  with  182  employees  and  about 
$24  million  in  administrative  costs.  Exim  is  administering  about 
$18  billion  in  lending  and  insurance  with  458  employees  and  47 
million  in  administrative  expenses.  These  are  not  entirely  apples  to 
apples,  but  any  way  that  you  compare  it,  it  looks  like  Exim  and 
OPIC  are  performing  their  jobs  with  probably  about  a  tenth  or  less 
of  the  personnel  costs,  administrative  overhead  costs  that  AID  is. 

Their  bottom  lines  are  also  strong.  As  I  think  Tom  mentioned, 
OPIC,  of  course,  will  generate  a  profit — generate  a  profit  of  $160 
million  in  fiscal  year  1993.  Congressman,  you  mentioned  that  and 
about  $166  million  in  fiscal  year  1994.  So  their  profits  are  greater 
than  the  numbers  we  are  suggesting  they  ought  to  be  appropriated 
to  do  their  job,  $110  million  appropriation  and  they  are  throwing 
off  $160  million-plus  of  profits.  Exim's  bottom  line  performance  is 
strong.  Their  problem  loan  rate  is  less  than  2  percent,  which  is 
very  favorable  compared  to  even  commercial  banks,  and  they  take 
a  very  conservative  approach  in  their  bookkeeping.  In  some  ways, 
maybe  too  conservative,  but  in  both  cases  they  are  doing  a  good  job 
of  managing  the  resources  that  are  being  provided  them. 
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Let  me  speak  to  the  whole  question,  which  is  a  big  subject 
around  this  town  now,  quote,  "corporate  welfare,"  why  we  believe 
that  these  agencies  are  not  providing  corporate  subsidies  or  cor- 
porate welfare,  and  I  will  say  at  the  outset  that,  in  fact,  I  don't 
think  they  are  giving  corporation  grants  or  subsidies. 

I  think  it  is  very  inappropriate  that  we  refer  to  these  appropria- 
tions as  "subsidy  appropriations."  I  think,  in  fact,  subsidy  would 
suggest  that  we  are  paying  less  than  market  prices  for  the  loans 
or  guarantees  that  we  are  obtaining  from  these  agencies. 

The  problem  is  there  is  not  technically  a  good,  quote,  "market" 
out  there  to  compare  it  with,  but  if  we  compare  it  with  other  inter- 
est rates,  for  example,  we  think,  in  fact,  that  both  agencies  are  pro- 
viding their  services  at  market  competitive  rates,  fully  costed  rates. 

I  provide  several  comparisons  in  my  testimony,  but  I  will  speak 
just  to  our  most  recent  project  that  we  just  finished  financing  with- 
in the  last  30  days.  That  is  a  large  power  project  in  India  at 
Dabhol,  that  is  a  $920  million  project.  We  have  $100  million  of 
money  from  OPIC,  loan  from  OPIC  in  that  project,  which  will  cost 
about  11.5  percent  interest.  We  have  about  a  $300  million  loan 
from  Exim,  which  will  cost  about  nine  and  three-quarters  percent 
interest,  and  then  finally,  we  have  some  private  commercial  bank 
lending,  $150  million,  which  will  cost  about  nine-and-a-quarter  per- 
cent interest  rate.  Obviously,  the  private  banks  wouldn't  lend  to 
that  project  if  OPIC  and  Exim  were  not  in  it. 

I  think,  as  you  can  see,  the  most  expensive  financing  we  have  is 
from  OPIC  and  from  Exim.  I  will  also  say  about  $100  million  of  fi- 
nancing for  that  project  is  coming  from  Indian  banks,  put  together 
by  the  Industrial  Development  Bank  of  India,  and  then,  of  course, 
there  is  almost  $300  million  of  equity  in  that  project  currently  by 
Enron,  by  Bechtel  and  by  GE.  That  project  is  one  example  of  a 
$920  million  project  and  we  estimate  that  between  $650  and  $700 
million  of  the  goods  and  services  that  go  in  that  project  will  be 
U.S. -provided  and  manufactured.  But  again,  we  think  very  com- 
petitive financing  rates. 

Let  me  just  wrap  up  by  saying  that  we  think  it  is  very  important 
that  you  provide  increased  appropriations  to  OPIC  and  Exim. 
These  appropriations,  in  fact,  are  very  much  like  a  private  bank's 
paid-in  capital  and  this  is  what  they  have  to  provide  the  loans  and 
guarantees  that  we  so  badly  need  to  be  competitive  in  these  infra- 
structure projects. 

We  fully  support  market  equivalent  pricing,  as  I  have  said,  by 
these  agencies.  We  think  it  makes  good  sense  from  both  a  taxpayer 
and  a  corporate  standpoint,  but  I  do  want  to  underscore  here  at  the 
end  that  we  are  not  seeking  concessionary  terms.  We  are  seeking 
the  sheer  availability  of  sufficient  project  lending  capacity,  which 
we  cannot  get  elsewhere  in  the  private  sector  and  if  we  do  not  get 
this  from  institutions  such  as  OPIC  and  Exim,  we  will  be  very  non- 
competitive with  many  of  the  other  industrial  countries  that  do 
provide  strong  financing  support  for  their  companies  in  these  infra- 
structure projects. 

Thank  you,  Mr.  Chairman. 

[The  statement  of  Mr.  Lay  follows:] 
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Good  morning.  My  name  is  Ken  Lay,  and  I  am  Chairman  and  CEO  of  Enron  Corp.  I  very 
much  appreciate  the  opportunity  to  appear  today  and  share  some  thoughts  from  a  private  sector 
perspective  on  the  role,  effectiveness  and  appropriate  levels  of  funding  for  the  public  finance 
agencies  —  primarily  the  Overseas  Private  Investment  Corporation  (OPIC)  and  the  U.S.  Export 
Import  Bank  (Exlm)  —  and  to  share  some  thoughts  on  the  Trade  and  Development  Agency 
(TDA)  and  the  multilateral  development  banks  (MDBs). 

Enron  Corp.,  based  in  Houston,  Texas,  is  one  of  the  largest  integrated  natural  gas  companies  in 
the  world.  We,  along  with  some  of  our  industry  colleagues,  have  become  world  leaders  in  a 
major  new  area  of  business  in  developing  countries:  private  infrastructure  projects.  Enron  has 
developed  more  such  projects  in  emerging  markets  than  any  other  U.S.  company  to  date.  In  this 
business,  we  are  heavy  users  of  the  public  finance  agencies.  My  testimony  this  morning  is  based 
upon  our  first-hand  experience  in  this  regard,  as  well  as  the  experience  of  The  AES  Corporation, 
of  Virginia,  and  Mission  Energy,  of  California. 

The  amount  of  financing  needed  from  the  public  finance  agencies  has  been  growing  dramatically 
in  the  last  several  years,  and  is  projected  to  continue  rising  sharply  over  the  rest  of  this  decade. 
The  most  urgent  need  is  for  OPIC  and  Exlm  lending,  and  my  remarks  today  will  focus  on  this. 
OPIC  and  Exlm  provide  their  lending  in  the  form  of  either  a  direct  loan  or  a  loan  guarantee.  In 
either  case,  the  agency  bears  all  the  lender  risks  (under  guarantees,  a  private  bank  actually  funds 
the  loan,  but  its  role  is  essentially  just  mechanical),  and  I  will  draw  no  distiction  between  the  two. 

Political  risk  insurance  from  OPIC  and  from  the  Multilateral  Investment  Guarantee  Agency 
(MIGA  —  an  arm  of  the  World  Bank)  is  also  quite  important  for  our  projects.  However,  neither 
of  these  programs'  capacity  is  established  by  annual  U.S.  appropriations.  (OPIC's  is  allowed  to 
be  self-funding  up  to  a  ceiling,  and  MIGA's  is  set  through  a  World  Bank  process.)  Accordingly, 
I  will  not  address  these  programs,  except  to  note  that  MIGA's  capacity  is  cripplingly  small  and 
is  virtually  exhausted  for  many  key  countries. 

The  rise  in  demand  for  financing  is  good  news:  it  reflects  strong  growth  in  the  developing 
countries,  and  it  reflects  strong  performance  by  U.S.  companies  in  winning  business  in  these 
markets.  However,  the  supply  side  of  the  picture  —  the  amount  of  lending  capacity  in  these 
finance  agencies  —  is  not  keeping  pace  with  the  demand  side  of  the  picture.  A  serious  shortfall 
in  capacity  has  already  developed  and  will  quickly  grow  worse  as  need  continues  to  rise.  For 
example,  last  year,  despite  stretching  its  lending  as  far  as  possible,  OPIC  ran  out  of  funds  by 
June;  this  year,  the  same  looks  likely  to  occur. 
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The  growing  need  for  OPIC  and  Exlm  financing  also  presents  this  Committee  with  a  dilemma: 
how  to  find  the  funds  for  increased  lending  capacity  in  the  face  of  severe  budget  cutting 
pressures.  In  hearings  before  this  Committee  in  January,  Linda  Powers,  of  Enron,  proposed  a 
fundamental  change  in  approach  to  expenditures  under  the  "150  Account"  —  in  essence,  a 
privatization  of  U.S.  development  assistance.  This  approach  would  free  up  large  amounts  of 
funds  now  being  spent  on  certain  traditional  foreign  aid  activities  at  AID,  use  most  of  the  savings 
for  budget  reductions,  and  rechannel  a  fraction  of  the  savings  to  the  finance  agencies.  Since 
OPIC  and  Exlm  achieve  extensive  leveraging  of  the  funds  appropriated  to  them  ($20-40  of 
lending  for  each  $  1  of  appropriations),  rechannelling  even  a  small  amount  of  appropriations  could 
close  the  gap  in  lending  capacity  and  potentially  increase  the  development  benfits  delivered. 

This  approach  we  are  recommending  is  based  upon  a  recognition  that,  particularly  through  private 
infrastructure  projects,  private  parties  are  now  willing  and  able  to  deliver  much  of  the 
development  benefits  that  our  foreign  assistance  programs  have  been  meant  to  do.  Such  private 
projects  are  serving  as  the  action-forcing  events  that  are  finally  getting  host  countries  to 
implement  key  legal  and  policy  changes  long  urged  upon  them  (clarification  of  property  and 
contract  rights,  ending  of  subsidized  prices,  regulatory  streamlining  and  reform,  etc.)  The 
projects  are  also  delivering  substantial  amounts  of  local  jobs  and  ancillary  facilities  like  medical 
clinics,  schools,  and  drinking  water  facilities.  (Not  incidentally,  the  projects  are  also  generating 
tremendous  U.S.  exports  of  heavy  equipment  and  high-value  services.)  For  these  reasons,  some 
of  the  U.S.'  traditional  foreign  aid  activities  can  and  should  be  greatly  reduced,  and  funding 
shifted  to  the  more  critical  need  and  more  effective  use:  financing. 

This  morning,  following  this  overall  approach,  I  would  like  to  focus  specifically  on  the  finance 
agencies  —  primarily  OPIC  and  Exlm  ~  and  discuss  the  following: 

•  how  much  lending  capacity  is  needed  from  these  agencies; 

•  why  private  lenders  are  not  available,  for  the  time  being,  to  provide  this  lending; 

•  how  well  the  finance  agencies  are  performing;  and 

•  how  the  financing  provided  by  these  agencies  is  market-equivalent,  and  is  not  "corporate 
welfare". 


LENDING  CAPACITY  NEEDED  FROM  THE  PUBLIC  FINANCE  AGENCIES 

Strong  growth  in  many  emerging  markets  is  creating  two  major  developments  of  tremendous 
export  value  to  the  U.S.:.  the  rise  of  large  middle-class  populations  (270  million  in  India  alone) 
with  significant  purchasing  power,  and  a  major  push  to  expand,  improve  and  privatize  basic 
infrastructure.  My  remarks  this  morning  about  the  financing  needed  from  public  lenders  will  use 
one  piece  of  this  picture  —  energy  infrastructure  —  to  give  this  Committee  a  sense  of  what 
amounts  of  lending  are  needed  and  why.  This  sector  is  a  good  example  to  use,  as  energy  projects 
comprise  about  half  of  all  infrastructure  project  needs,  and  infrastructure  needs  dwarf  most  other 
areas  such  as  industrial  projects.  However,  the  other  infrastructure  and  non-infrastructure  areas 
add  up  to  sizeable  numbers  too,  and  must  also  be  covered  in  the  funding  levels  ultimately 
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established  for  the  finance  agencies. 

The  most  widely  quoted  and  accepted  estimate  of  the  amount  of  infrastructure  needs  in 
developing  countries  is  the  World  Bank's  estimate  of  $200  billion  per  year  for  at  least  the  next 
ten  years.  Of  this,  about  $100  billion  per  year  is  for  energy  projects:  mostly  electric  power 
generation,  plus  some  transmission  and  distribution  and  some  pipelines.  The  other  $100  billion 
per  year  is  for  telecommunications,  transport  and  water  and  sewage  projects. 

These  estimates  state  the  amount  of  these  countries'  needs:  that  is,  the  amount  of  infrastructure 
expansion  needed  to  keep  pace  with  their  projected  economic  growth  and  avoid  having 
infrastructure  bottlenecks  constrain  that  growth.  The  key  factor  which  will  determine  how  much 
of  this  is  actually  built  in  the  next  ten  years  is  how  much  equity  capital  and  lending  capacity  can 
be  marshalled  to  finance  it.  Industry  estimates  of  how  much  should  be  achievable  are  in  the 
range  of  $75-85  billion  per  year. 

The  geographic  breakdown  of  industry  estimates  for  electric  power  generation  alone,  for  the 
period  from  1995  to  2005,  are  set  forth  below,  expressed  in  terms  of  gigawatts  (GW).  As  a 
rough  rule  of  thumb,  each  GW  of  generating  capacity  costs  about  $1  billion. 

•  Latin  America:  94  GW 

•  Asia/Pacific:  383  GW 

•  Africa:  73  GW 

•  Eastern  Europe/NIS:  75  GW 

Thus,  even  by  a  conservative  measure,  energy  projects  that  will  actually  be  built  in  developing 
countries  should  total  about  $625  billion  over  the  next  ten  years  (i.e.,  about  $62.5  billion  per 
year,  as  compared  with  estimated  needs  of  about  $100  billion  per  year). 

U.S.  companies  should  win  a  major  share  of  these  projects.  The  U.S.  industry  has  had  a 
competitive  edge  so  far,  in  part  because  the  U.S.  opened  up  its  electric  power  sector  to 
independent  power  projects  more  than  a  decade  ago,  and  this  enabled  U.S.  companies  to  gain 
experience  ahead  of  the  Europeans  and  Japanese.  U.S.  companies  have  also  gotten  a  head  start 
by  being  among  the  first  to  pursue  these  projects  in  developing  countries,  by  risking  more  of  their 
own  money  (typically  spending  $5-15  million  in  pure  risk  money  per  project,  just  to  develop  the 
project  plans,  negotiate  the  contracts  and  win  approval),  and  by  pursuing  these  opportunities  more 
aggressively. 

However,  competitors  from  Europe  and  Japan  have  been  closing  the  experience  gap  fast,  and 
even  some  developing  country  firms  are  becoming  competitors.  The  process  of  winning  these 
projects  is  also  becoming  tougher.  After  the  first  project  or  two,  a  number  of  host  countries  are 
moving  away  from  a  negotiated  process  to  a  competitive  bid  process.  Both  of  these  trends  are 
making  financing  ever  more  important.  Financing  was  always  crucial,  because  the  main  reason 
host  countries  began  allowing  private  ownership  and  operation  of  infrastructure  was  to  shift  the 
financing  responsibility  to  private  parties.  Financing  costs  also  comprise  a  surprisingly  large  part 
of  total  project  costs.  As  other  competitive  factors  (such  as  experience  gaps)  become  less  salient, 
and  as  bid  processes  increase  the  pressures  on  project  costs  and  margins,  financing  is  becoming 
absolutely  pivotal. 
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Enron,  AES  and  Mission  Energy  have  each  prepared  a  list  of  project  financings  we  plan  to  close 
in  1995,  1996  and  1997,  summarized  below  (see  Attachment  A  —  projects  labelled  only  by  region 
to  preserve  confidentiality).  For  each  project,  it  takes  two  years  or  more  to  get  through  the 
development  stage  (planning  and  designing  the  plant,  arranging  fuel  supplies,  negotiating  electric 
power  sales  agreements,  assembling  the  site,  obtaining  all  of  the  permits  and  approvals,  etc.),  and 
then  another  year  to  get  through  the  financing  stage  to  closure.  Thus,  the  projects  listed  for 
financial  close  during  1995-97  are  very  real  and  concrete.  The  list  sets  forth  total  project  costs; 
about  25%  will  be  covered  by  cash  equity  and  the  remaining  75%  will  require  debt  financing. 

•  Enron:  1995  -  $5.03  billion;    1996  -  $5.86  billion;    1997  -  $7.32  billion 

•  AES:  1995  -  $4.26  billion;    1996  -  $4.9  billion;    1997  -  $3.14  billion 

•  Mission  Energy:  1995  -  $4.1  billion;    1996  -  5.5  billion;    1997  -  $4.48  billion 

In  the  face  of  these  enormous  project  financing  needs  (which,  again,  are  good  news  for  U.S. 
exports  and  jobs),  we  have  a  serious  shortfall  in  lending  capacity  to  draw  upon  from  OPIC  and 
Exlm.    Their  FY  94  and  FY  95  capacities,  for  example,  are  as  follows: 

•  OPIC:  core  (non-NIS)  lending:  FY  94  -  $1  billion;   FY  95  (est.)  -  $1.36  billion 

•  Exlm:  FY  94  -  $14.88  billion;   FY  95  (est.)  -  $18  billion 

See  also  list  of  other  public  finance  agencies'  lending  capacities  (Attachment  B).  As  these  figures 
just  for  Enron,  AES  and  Mission  Energy  projects  show,  any  one  of  our  companies  could  use  up 
more  than  OPIC's  total  core  lending  capacity  for  this  year,  or  a  significant  portion  of  Exlm's 
lending...  Together,  our  independent  power  industry  could  use  up  much  or  all  of  OPIC's,  Exlm's 
and  some  other  finance  agencies'  existing  lending  capacity  combined. 

Furthermore,  this  existing  shortfall  is  going  to  become  more  severe.  Companies  like  Enron,  AES 
and  Mission  Energy  have  been  out  on  the  cutting  edge,  and  are  just  the  first  wave  coming 
through  the  pipeline.  Other  energy  sector  developers  have  an  increasing  number  of  projects  in 
the  development  stage,  as  do  other  infrastructure  sector  firms  --  particularly  in 
telecommunications. 

We  prefer  to  use  all-U.S.  sourcing  as  much  as  possible,  as  we  have  well  established  working 
relationships  with  our  fellow  U.S.  firms,  we  share  the  same  approach  and  experience  base,  and 
we  believe  U.S.  firms  are  world  class  in  these  areas.  In  Enron's  projects  to  date  in  developing 
countries,  we  have  used  not  only  U.S.  prime  contractors  but  also  over  300  U.S.  sub-suppliers  in 
several  states,  many  of  them  small  businesses.  However,  we  can  only  source  in  the  U.S.  to  the 
extent  sufficient  financing  is  available  here. 

BUDGET  RECOMMENDATIONS 

With  these  considerations  in  mind,  but  mindful  of  the  severe  budget  pressures  facing  this 
Committee,  Enron,  AES  and  Mission  Energy,  along  with  trade  associations  comprising  a  wide 
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spectrum  of  U.S.  businesses  (e.g.  the  Coalition  for  Employment  Through  Exports,  and  the 
International  Energy  Development  Council)  have  all  come  to  the  conclusion  that  FY  96 
appropriations  for  OPIC  and  Exlm  must  be  at  least  the  following  to  prevent  significant  loss  of 
export  business  from  the  U.S.: 

•  OPIC:  $110  million,  to  support  about  S3. 6  billion  in  core  (non-NIS)  lending 

plus  operating  funds  for  several  additional  loan  officers 

•  Exlm:  $850  million,  to  support  about  $21  billion  in  lending 

plus  operating  funds  for  several  additional  project  finance  loan  officers 

Many  in  the  business  community  also  consider  it  important  to  provide  appropriations  of  $100 
million  for  TDA.  We  share  these  companies'  views  that  TDA  is  an  efficient,  highly  customer- 
oriented  agency,  and  that  it  uses  its  funds  judiciously  through  cost  sharing  and  targeting  difficult 
competitive  situations.  However,  since  my  company  has  not  been  a  regular  user  of  TDA,  I  am 
confining  my  focus  here  to  the  finance  agencies  of  utmost  importance  to  our  area  of  business: 
OPIC  and  Exlm. 

In  reaching  our  recommendations  on  OPIC  and  Exlm  appropriations,  we  have  tried  to  estimate 
the  minimum  amount  of  lending  from  these  agencies  that  could  still  enable  our  infrastructure 
projects  to  go  forward  with  U.S.  sourcing.  As  I  have  already  explained,  about  25-30%  of  each 
project's  total  costs  will  be  covered  by  cash  equity  from  the  private  sponsors.  The  remaining  70- 
75%  must  come  from  debt.  Given  the  huge  sums  involved,  the  total  debt  needed  for  a  project 
must  usually  be  assembled  from  several  sources.  OPIC  and  Exlm  are  the  mainstays  among  these 
sources  —  by  far,  the  most  important.  However,  they  can  be  combined  with  some  financing  from 
other  public  financing  sources  such  as  the  MDBs,  and  occasionally  with  small  amounts  of  parallel 
private  lending.  See,  e.g.,  chart  of  financing  sources  for  Enron's  projects  to  date  (Attachment 
C). 

Thus,  our  appropriations  recommendations  are  based  upon  extensive  leveraging  of  U.S.  taxpayer 
dollars:  first,  because  OPIC  and  Exlm  achieve  $20-40  of  lending  per  $  1  of  appropriations,  and 
second,  because  we  expect  to  continue  combining  OPIC  and  Exlm  lending  with  lending  from  any 
and  all  other  sources  available  to  come  up  with  the  total  project  debt  amounts  needed.  It  should 
be  noted  that  the  OPIC  and  Exlm  appropriations  numbers  we  are  recommending  would  not  come 
close  to  meeting  project  needs  by  themselves  (as  can  be  seen  from  the  project  numbers  I  have 
outlined),  so  this  leveraging  with  other  sources  is  especially  important. 

It  should  also  be  emphasized  that  our  appropriations  recommendations  are  part  and  parcel  of  an 
overall  approach  we  are  recommending,  as  outlined  in  our  January  testimony.  As  I  explained 
at  the  outset,  we  are  suggesting  that  this  Committee  can  make  major  spending  cuts  in  the  "150 
Account"  for  international  programs,  and  achieve  foreign  assistance  and  export  goals  more 
effectively,  by  reducing  certain  AID  activities  and  rechannelling  a  fraction  of  those  funds  to  the 
finance  agencies.  Moreover,  the  amounts  we  are  proposing  to  rechannel  are  exceptionally  small: 
only  $66  million  for  OPIC  (the  most  urgent  need)  and  a  little  less  for  Exlm  and  TDA  each,  out 
of  potential  AID  spending  cuts  of  well  over  $1  billion  and  possibly  up  to  $2  billion. 
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WHY  PRIVATE  LENDERS  ARE  NOT  AVAILABLE  TO  PROVIDE  THE  NECESSARY 
FINANCING 

At  this  time,  and  for  the  medium  term  future,  only  the  public  finance  agencies  are  viable  sources 
of  the  project  lending  needed  to  finance  energy  and  other  infrastructure  projects  in  developing 
countries.  There  are  several  main  reasons.  First,  the  typical  duration  of  these  major  projects  is 
twenty  to  thirty  years,  and  the  minimum  portion  of  this  period  necessary  to  pay  off  the  project 
financing  is  ten  to  fifteen  years.  Second,  in  the  developing  countries  where  these  projects  are 
located,  risks  can  be  hard  to  predict  over  the  long  term,  and  the  most  troubling  risks  —  country 
and  political  risks  —  are  ones  that  private  parties  have  little  means  to  cope  with.  Third,  a  track 
record  has  not  yet  developed  on  these  kinds  of  projects:  the  first  such  projects  have  only  begun 
in  the  last  couple  of  years. 

In  these  circumstances,  private  banks  are  not  willing  to  do  project  lending  for  these  major 
projects  in  developing  countries.  First,  the  banks  are  still  operating  under  the  effects  of  the  prior 
problems  with  LDC  sovereign  lending.  Those  problem  loans  have  taken  literally  years  to  work 
out.  The  pain  of  those  loans  has  been  widespread  in  the  banking  community:  the  money  center 
banks  had  syndicated  those  loans  widely  to  others  all  across  the  country,  and  any  banks  not 
actually  involved  certainly  had  closehand  observation  of  the  debacle.  On  a  personal  level,  many 
of  the  bank  managers  (and  bank  examiners)  involved  at  the  time  are  still  in  place  today,  and  have 
vivid  memories  of  the  experience. 

Secondly,  U.S.  bank  regulation  and  supervision  creates  a  variety  of  disincentives  to  project 
lending  in  developing  countries.  I  will  describe  just  a  couple  of  the  examples  which  have  been 
explained  to  us  by  the  banks.  First,  when  banks  make  loans  to  non-OECD  countries,  they  are 
not  allowed  to  take  the  front-end  fees  they  earn  into  income  at  that  time,  as  they  can  on  U.S.  and 
OECD  loans,  except  to  the  extent  of  offsetting  costs  incurred.  The  profit  must  be  amortized  over 
the  life  of  the  loan.  Second,  banks  can  be  subjected  to  draconian  additional  reserve  requirements 
long  after  origination  of  loans  to  non-OECD  countries.  If  conditions  deteriorate  in  one  of  those 
countries  where  a  bank  has  made  loans,  the  regulators  require  the  bank  then  to  set  aside  hefty 
special  reserves  (typically  10-15%  of  the  loan  amount),  regardless  of  how  sound  the  conditions 
were  at  the  time  of  the  loan,  and  regardless  of  whether  the  loan  has  been  and  continues  to  be 
fully  performing.  Third,  in  the  same  vein,  banks  must  adjust  their  portfolios  each  year  as  part 
of  their  regulatory  examination.  Such  adjustments  can  be  significant,  and  are  very  difficult  to 
make  if  a  bank  has  loans  (such  as  infrastructure  project  loans)  in  its  portfolio  which  are  long-term 
and  have  no  secondary  market. 

A  third  set  of  reasons  for  private  banks'  unwillingness  to  lend  in  developing  countries  is  that  even 
if  they  can  evaluate  the  risks  accurately,  they  have  little  means  to  cope  with  the  risks  if  they 
materialize.  This  is  because  the  key  risks  in  question  are  country  and  political  risks  -  not  just 
the  outright  ones  like  expropriation,  but  all  the  myriad  types  of  project  interference,  either  active 
or  passive  (denial  or  revocation  of  permits,  delay  of  payment  transfers,  interference  with  fuel 
deliveries,  etc.).  The  public  finance  agencies  have  a  crucial  thing  that  private  banks  do  not  have: 
governement  to  government  channels  for  addressing  such  problems  if  they  occur,  and  meaningful 
leverage  to  bring  about  solutions.  For  example,  OPIC  and  Exlm  each  have  in  place  bilateral 
framework  agreements  with  each  of  the  developing  countries  where  they  provide  financing,  and 
these  agreements  establish  mechanisms  for  resolving  problems. 
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Aparl  from  the  private  banks,  the  only  other  potential  private  source  of  project  lending  is 
institutional  investors  —  i.e.,  tapping  the  capital  markets  directly.  This  is  done  by  issuing  project 
debt  in  the  form  of  so-called  144A  bonds.  Enron  has  been  a  pioneer  in  this  area.  We  were  the 
first  to  use  144 A  bonds  on  a  project  in  a  developing  country  (Philippines.  12/93).  and  were  the 
first  to  achieve  an  investment  grade  rating  on  144A  bonds  for  a  project  in  a  developing  country 
(Colombia,  1 1  /94),  thereby  expanding  the  sources  of  private  funds  we  can  tap.  These  capital 
market  sources  are  great  when  they  are  available,  because  they  will  accept  long  term  debt,  and 
will  take  significant  risks  if  adequately  paid  for  them.  However,  there  is  one  serious  problem: 
the  capital  markets  are  a  highly  unreliable  source. 

The  capital  markets'  appetite  for  developing  country  debt  can  evaporate  overnight  —  as  happened 
in  Janaury,  1994,  in  response  to  a  rise  in  U.S.  interest  rates,  and  as  happened  this  past  December 
due  to  the  Mexico  crisis.  It  took  months  for  the  market  to  return  last  year,  and  this  time  may 
take  even  longer  (no  one  can  predict),  because  the  causal  problem  this  time  has  shaken  investor 
confidence  in  the  developing  countries  themselves.  A  large  infrastructure  project  can  be  abruptly 
halted  at  the  last  minute,  after  several  years  of  development  and  preparation  of  financing,  just  as 
it  is  about  to  reach  financial  close.  This  happened  to  Enron  on  two  projects  at  the  beginning  of 
this  year:  our  $920  million  project  in  India  and  our  $140  million  project  in  China  (which  was 
then  already  several  months  into  construction).  We  had  to  replace  the  144 A  bond  with  bridge 
financing  for  India,  and  we  are  still  working  on  replacement  financing  for  China. 

In  these  difficult  and  uncertain  circumstances,  the  public  finance  agencies  are  the  only  reliable 
sources  of  the  financing  that  is  essential  for  private  infrastructure  projects  in  developing  countries. 
This  situation  can  and  will  change  over  time,  as  a  track  record  gradually  builds  up  of  successful 
experience  with  private  infrastructure  projects  in  these  countries,  and  banks  and  capital  market 
sources  develop  a  base  of  confidence.  This  evolution  may  take  about  ten  to  fifteen  years,  since 
each  project  will  need  about  two  years  for  development,  one  year  for  financing,  two  to  three 
years  for  construction,  and  several  years  of  operating  history,  and  it  will  take  a  number  of 
projects  to  build  a  record.  The  public  finance  agencies  are  the  essential  engine  that  must  drive 
this  transition:  by  playing  a  specialized  role  now  providing  project  lending,  they  are  building  the 
track  record  that  ultimately  enable  private  banks  and  capital  market  sources  to  take  over  this  role. 
I  can  assure  you,  we  in  the  industry  will  be  delighted  when  a  broad  array  of  private  lenders 
become  reliably  available  for  the  project  lending  we  need. 


HOW  WELL  THE  FINANCE  AGENCIES  ARE  PERFORMING 

Speaking  as  both  a  customer  and  a  taxpayer,  I  would  now  like  to  briefly  highlight  the  strength 
of  some  of  the  finance  agencies'  performance.  Part  of  this  strength  is  the  leveraging  OPIC  and 
Exlm  achieve  of  the  funds  appropriated  to  them.  As  I  have  already  explained,  they  achieve  $20- 
40  of  lending  for  each  $1  of  appropriations  (as  compared,  e.g.,  with  mostly  one-for-one 
expenditures  of  dollars  appropriated  to  AID). 

OPIC  and  Exlm  are  also  minimizing  operating  costs.  Again,  the  contrast  with  AID,  for  example, 
is  striking.  AID  is  administering  about  $7  billion  in  programs  (of  which  about  $2  billion  is 
simple  transfers  to  Egypt  and  Israel),  with  8,000  employees  and  about  $570  million  in 
administrative  costs.    OPIC  is  administering  about  $8.6  billion  in  lending  and  political  risk 
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insurance,  with  182  employees  and  about  $24  million  in  administrative  costs.  Exlm  is 
administering  about  $18  billion  in  lending  and  insurance,  with  458  employees  and  $47  million 
in  administrative  expenses.  Thus,  the  finance  agencies'  administrative  costs  are  about  about  one 
tenth  or  less  of  AID's  administrative  costs  per  program  dollar.  If  anything,  the  finance  agencies 
are  doing  too  much  with  too  little,  and  are  stretched  to  the  breaking  point.  The  selective  addition 
of  a  few  more  loan  officers  at  each  agency  is  very  much  needed. 

Bottom  line  performance  is  also  strong.  OPIC"s  is  particularly  impressive:  despite  doing  all  its 
business  in  the  riskiest  markets,  it  makes  significant  profits  ($160  million  in  FY  93  and  $167 
million  in  FY  94,  for  example).  In  fact,  these  profits  are  nearly  triple  the  amount  of  increase  in 
appropriation  we  are  recommending  for  FY  96  ($66  million),  and  nearly  fifty  percent  more  than 
the  total  appropriation  amount  we  are  seeking  for  OPIC  in  FY  96  ($1 10  million).  Thus,  the  total 
amount  could  be  more  than  covered  if  OPIC  were  simply  allowed  to  keep  its  own  profits,  rather 
than  having  to  return  them  to  the  Treasury  and  seek  fresh  appropriations  each  year. 

Exlm's  bottom  line  performance  is  also  stronger  than  is  generally  realized.  Its  problem  loan  rate 
is  less  than  2%  (a  level  lower  than  most  private  banks),  and  it  takes  a  very  conservative  approach 
by  setting  aside  very  high  reserves  (as  high  as  46%  of  loans  outstanding,  plus  separate  reserve 
amounts  for  guarantees  outstanding)  and  then  ~  what  is  not  widely  known  —  returning  the 
unneeded  portions  of  these  reserves  to  the  Treasury  later  on. 

The  performance  of  the  MDBs  has  been  very  mixed  in  the  past,  but  they  have  the  potential  to 
become  key  finance  sources  alongside  OPIC  and  Exlm  in  the  future.  In  that  regard,  I  would  like 
to  point  out  three  bright  spots.  First,  the  International  Finance  Corporation  (IFC  —  the  private 
lending  arm  of  the  World  Bank),  has  provided  project  lending  in  some  of  our  projects  in  most 
difficult  market  circumstances  —  for  example,  early  projects  in  Guatemala  and  Dominican 
Republic.  At  the  time,  even  some  other  public  finance  agencies  were  reluctant  to  participate,  but 
each  of  these  projects  is  now  in  operation  and  has  proved  successsful.  The  World  Bank's 
guarantee  program  also  holds  tremendous  promise.  Unlike  the  traditional  loan  program,  the 
guarantee  transactions  are  being  completed  quickly,  in  sync  with  private  market  timetables,  and 
are  being  carefully  structured  to  take  only  the  risks  that  private  parties  cannot,  and  to  rely  on 
private  parties  for  the  rest.  The  InterAmercian  Development  Bank's  new  private  lending  program 
is  also  very  encouraging:  for  the  first  time,  it  is  eliminating  the  need  for  host  government 
guarantees,  and  enabling  projects  to  proceed  on  a  fully  private  basis. 


HOW  THE  PUBLIC  AGENCIES'  FINANCING  IS  MARKET-BASED  AND  NOT 
"CORPORATE  WELFARE" 

As  a  final  matter,  I  would  like  to  touch  upon  the  issue  of  "corporate  welfare."  This  has  become 
an  especially  hot  topic,  as  all  of  the  U.S.  government's  programs  have  come  under  scrutiny  in 
the  budget  process. 

Corporate  welfare  essentially  consists  of  two  things:  grants  and  subsidies.  The  two  finance 
agencies  on  which  I  have  concentrated  my  remarks  this  morning  —  OPIC  and  Exlm  -  are  neither. 
This  may  come  as  something  of  a  surprise,  since  the  appropriations  to  these  agencies  have  been 
labelled  "subsidy  appropriations"  ever  since  the  Credit  Reform  Act  a  few  years  ago.   This  label 
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is  most  unfortunate,  as  it  is  a  fundamental  misnomer. 

Subsidies  occur  when  pricing  is  below  market  levels.  In  our  case,  for  project  lending  in 
developing  countries,  there  is  not  technically  a  "market"  because  private  lenders  are  absent  for 
reasons  I  have  explained.  However,  we  can  still  evaluate  whether  subsidies  are  really  occurring 
or  not:  market  pricing  levels  are  ones  set  to  cover  all  risks  and  costs,  plus  a  reasonable  return. 
We  can  apply  that  standard  to  evaluate  the  pricing  of  OPIC's  and  Exlm's  financing,  and  evaluate 
whether  customers  like  ourselves  are  paying  a  full  market-equivalent  or  market-surrogate  rate  or 
not.   If  we  are,  then  we  are  not  receiving  corporate  welfare. 

I  think  this  Committee  will  be  quite  surprised  to  learn  what  kinds  of  rates  we  are  paying  for  the 
financing  we  obtain  from  OPIC  and  Exlm,  and  others  such  as  the  IFC.  Some  examples  of  our 
pricing  and  timing  are  set  forth  below.  As  comparisons  for  these  financings  from  public 
agencies,  we  have  the  pricing  and  timing  of  the  two  projects  we  managed  to  finance  through 
144A  bonds  in  the  capital  markets,  and  we  have  the  LIBOR  and  prime  interest  rates  existing  at 
the  time  of  those  public  finance  agencies'  financings.   These  comparisons  are  as  follows: 

•  Puerto  Queztal,  Guatemala  (12/92):  IFC  senior  debt  -  9.93% 

IFC  subordinated  debt  -  14% 
LIBOR:  3.97%;   Prime  rate:  6% 

•  Subic  Bay,  Philippines  (12/93):  144A  bonds  -  9.5% 

LIBOR:  3.71%;   Prime  rate:  6% 

•  Batangas,  Philippines  (2/94):  OPIC  -  10.09% 

Asian  Development  Bank  -  10.51% 
Private  banks  -  LIBOR  plus  4.04% 
LIBOR:  4.14%;   Prime  rate:  6% 

•  Puerto  Plata,  Dominican  Republic  (7/94):  IFC  senior  debt  -  11.7% 

IFC  subordinated  debt  -  16% 
LIBOR:  5.85%;   Prime  rate:  7.25% 

•  Dabhol,  India:  OPIC  -  11.30%  (estimated  -  will  be  fixed  upon  disbursement) 

Exlm  -  9.76%   (9/94) 
Private  banks  -  LIBOR  plus  3.43%  (12/94) 
LIBOR:  5.85%  (9/94)  and  6.95%  (12/94);   Prime  rate:  7.75%  (9/94)  and  8.5%  (12/94) 

•  Colombia  pipeline  (11/94):  144A  bonds  -  10.65% 

LIBOR:  6.95%;   Prime  rate:  8.5% 

As  these  examples  show,  we  have  been  paying  market-equivalent  rates  for  the  financing  we  get 
from  the  public  finance  agencies.  Senior  management  at  both  OPIC  and  Exlm  have  been  striving 
to  achieve  market-equivalent  based  results.  OPIC  has  traditionally  done  so,  and  consistently 
returned  a  profit  to  the  U.S.  Treasury.  Exlm  has  largely  done  so,  and  Chairman  Brody  has  made 
further  changes  recently  to  better  correlate  pricing  and  risks.  Exlm  has  had  some  situations  in 
the  past  (and  will  occasionally  in  the  future)  when  it  has  had  to  hold  its  pricing  down  to  meet 
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competition  from  foreign  export  credit  agencies.  Such  exceptions  are  in  all  of  our  interests:  it 
is  better  to  meet  the  competition  than  for  the  U.S.  to  lose  the  business.  However,  most  of  that 
is  over  with  and  is  not  the  norm,  as  our  real  world  examples  show. 

In  a  sense,  the  appropriations  to  OPIC  and  Exlm  function  like  a  private  bank's  paid-in  capital. 
Private  banks  obtain  capital  from  shareholders,  and  their  capital  base  provides  the  foundation  for 
making  loans  and  funding  reserves.  Appropriations  to  Exlm,  for  example,  are  initially  entered 
on  Exlm"s  books  as  paid-in  capital,  and  then  used  to  fund  the  necessary  reserves  for  their  lending. 

We  think  market-equivalent  pricing  by  the  public  finance  agencies  makes  good  sense,  and  we 
support  it.  /  want  to  emphasize  that  we  are  NOT  seeking  concessionary  terms  —  we  are  seeking 
the  sheer  availability  of  sufficient  project  lending  capacity.  Pricing  that  is  as  close  to  market- 
equivalent  as  possible  serves  our  interests,  as  well  the  U.S.  taxpayers'  interests,  by  making  it 
more  likely  that  the  public  finance  agencies  can  continue  providing  the  lending  capacity  we  need. 
Market  based  operations  can  also  help  towards  a  larger  goal  we  have:  privatizing  OPIC  as  a 
government-sponsored  enterprise  much  like  Fannie  Mae. 


Thank  you  for  this  opportunity  to  testify.    I  would  be  happy  to  answer  any  questions  you  may 
have. 
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ATTACHMENT  A 

ENRON  PROJECTS* 


1995 


1996 


1997 


REGION 

SIZE 

PROJECT  COST 

Pacific  Rim 

150 

MW 

135.0 

million 

Pacific  Rim 

500 

MW 

520.0 

million 

South  Asia 

695 

MW 

920.0 

million 

South  Asia- 

760 

MW 

973.0 

million 

Americas 

230 

MW 

245.0 

million 

Americas  (Pipeline) 

1,800 

KM 

1,500.0 

million 

Caribbean 

185 

MW 

200.0 

million 

Mediterranean 

478 

MW 

545.0 

million 

1995  TOTAL 

5,038.0 

REGION 

SIZE 

PROJECT  COST 

Pacific  Rim** 

150 

MW 

140.4 

million 

Pacific  Rim 

136 

MW 

138.0 

million 

Americas** 

1,600 

MW 

1,500.0 

million 

Americas  (Pipeline)** 

500 

KM 

600.0 

million 

Americas** 

500 

MW 

490.4 

million 

Americas  (Urea  Plant)** 

600 

M+PP 

550.0 

million 

Americas  (Pipeline)** 

200 

KM 

250.0 

million 

Americas** 

484 

MW 

500.0 

million 

Caribbean 

460 

MW 

570.0 

million 

Europe 

490 

MW 

1,000.0 

million 

Europe** 

100 

MW 

125.0 

million 

1996  TOTAL 

5,863.8 

REGION 

SIZE 

PROJECT  COST 

Pacific  Rim** 

700 

MW 

759.0 

million 

Asia 

1,320 

MW 

1,900.0 

million 

Middle  East** 

325 

MW 

350.0 

million 

Middle  East** 

300 

MW 

316.7 

million 

Middle  East  (LNG) 

4,000.0 

million 

1997  TOTAL 

7,325.7 

Projects  to  be  completed  on  a  project  financing  basis  with  partners 
*  Dependent  upon  negotiations  or  bid  outcomes 
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AES  PROJECT  LISTING 


CAPITAL 

COST 

U.S. 

NON  U.S. 

COUNTRY 

MW 

$MM 

CONTENT 

CONTENT 

1995  Financial  Closing 

Brazil 

350 

s 

300 

$ 

180 

$ 

120 

Brazil 

60 

$ 

100 

$ 

60 

$ 

40 

China 

2100 

$ 

1,800 

$ 

1,000 

$ 

800 

China 

100 

$ 

150 

$ 

60 

$ 

90 

India 

380 

$ 

680 

$ 

408 

$ 

272 

Morocco 

600 

? 

600 

$ 

360 

$ 

240 

Pakistan 

337 

$ 

350 

$ 

- 

$ 

350 

337 

$_ 

350 

^ 

210 

s_ 

140 

4,264 

s 

4,330 

$ 

2,278 

$ 

2,052 

1996  Financial  Closing 

South  Asia 

350 

$ 

300 

$ 

180 

$ 

120 

Brazil 

200 

$ 

250 

$ 

150 

$ 

100 

Brazil 

200 

$ 

300 

$ 

180 

$ 

120 

China 

100 

$ 

150 

$ 

40 

$ 

110 

China 

700 

$ 

800 

$ 

450 

$ 

350 

Caribbean 

250 

$ 

200 

$ 

120 

$ 

80 

Middle  East 

150 

$ 

180 

$ 

108 

$ 

72 

Philippines 

200 

$ 

230 

$ 

138 

$ 

92 

Poland 

250 

$ 

250 

$ 

150 

$ 

100 

South  Asia 

300 

$ 

330 

$ 

100 

$ 

230 

Southern  Africa 

100 

$ 

125 

$ 

75 

$ 

50 

Venezuela 

2100 

$_ 

100 

$_ 

60 

i_ 

40 

4,900 

$ 

3,215 

$ 

1,751 

$ 

1,464 

1997  Financial  Closing 

China 

1200 

$ 

1,200 

$ 

660 

$ 

540 

India 

500 

$ 

800 

$ 

480 

$ 

320 

South  Asia 

200 

$ 

220 

$ 

65 

$ 

155 

South  Asia 

300 

$ 

330 

$ 

100 

$ 

230 

South  Asia 

300 

$ 

350 

$ 

210 

$ 

140 

Uganda 

340 

$ 

500 

$ 

300 

$ 

200 

Vietnam 

300 

s_ 

300 

$_ 

180 

$_ 

120 

3,140 

$ 

3,700 

$ 

1,995 

$ 

1,705 

12,304     $        11,245     $  6,024     $ 


5,221 


246 


MISSION  ENERGY  PROJECT  LISTING 
($  Millions) 


Estimated 

Estimated 

Capital 

U.S. 

Non  U.S. 

f  oestion 

Cost 

Content 

Conte.rst 

1995  Financial  Closing: 

'  Asia 

2.600 

600 

2.000 

Asia 

100 

70 

30 

Asia 

400 

160 

240 

Europe 

1.PQ0 

2QQ 

_80Q 

4,100 

1.030 

3,070 

199S  Financing  Closing: 

Asia 

1.000 

-  400 

600 

Asia 

500 

300 

200 

Asia 

200 

40 

160 

Asia 

1,500 

300 

1,200 

Latin  America 

200 

140 

60 

Latin  America 
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Mr.  Callahan.  Mr.  Wing. 

Mr.  Wing's  Opening  Statement 

Mr.  Wing.  Thank  you,  Mr.  Chairman.  I  will  be  brief.  I  want  to 
speak  to  three  points.  One,  the  importance  of  what  we  are  talking 
about  and  try  to  calibrate  it.  Second,  what  we  believe  the  standard 
should  be  for  OPIC  and  Exim  and,  third,  to  specifically  speak  on 
behalf  of  removing  restrictions  on  how  OPIC  works  and  in  expand- 
ing their  funding. 

The  importance  of  this,  I  think,  needs  to  be  clearly  stated.  If  it 
is  the  desired  outcome  for  the  United  States  to  be  an  economic  su- 
perpower over  the  next  20  or  30  years,  we  have  to  win  internation- 
ally. We  cannot  get  there  by  selling  hats  to  one  another,  period. 
There  is  no  way.  We  have  to  win.  So  that  is  the  first  gate  we  need 
to  go  through.  Are  we  going  to  do  it  or  aren't  we? 

If  you  agree  with  us  that  we  should  go  through  that  gate,  we 
have  to  look  at  how  the  market  has  changed.  It  used  to  be  that  we 
could  race  off  into  various  countries  and  sell  a  piece  of  equipment 
or  a  piece  of  engineering  services,  get  paid  and  that  is  the  end  of 
it.  None  of  us  was  smart  enough  to  figure  out  that  75  percent  of 
the  people  in  the  world  were  going  to  change  their  economic  struc- 
ture in  less  than  a  decade. 

Now  we  are  not  dealing  in  countries  where  we  may  sell  into  a 
communist  country.  We  are  not  selling  to  big  State-owned  enter- 
prises in  countries  that  heretofore  have  been  socialistic.  Now  the 
world  is  privatizing.  We  can  hold  our  breath  until  we  turn  blue,  but 
that  isn't  going  to  change.  That  is  the  market  that  we  have. 

So  when  we  go  in,  and  we  do  in  America  have  the  best  equip- 
ment and  the  best  engineering  and  construction  services,  operating 
services,  but  when  we  go  into  a  market,  we  have  to  bring  the 
money  with  us.  We  have  to  privatize.  That  is  the  market.  We  are 
not  capable  of  unilaterally  changing  that. 

The  next  thing  in  this  business  that  all  of  us  are  in  that  is  im- 
portant to  focus  on  is  the  importance  of  round  one.  If  you  win 
round  one,  if  we  go  into  India  and  we  put  GE  equipment  in  India, 
GE  is  going  to  be  a  winner  in  there  for  30  years.  If  it  is  Siemens 
or  Mitsubishi  instead,  we  are  not  going  to  get  them  out  of  there. 
If  you  win  round  one,  you  are  going  to  win  12  rounds  of  a  15-round 
fight.  If  you  lose  one  round,  you  might  just  as  well  pack  it  up  and 
go.  So  to  be  a  superpower,  we  have  got  to  win  round  one. 

The  size  Ken  talked  about,  I  don't  know  in  these  projects  wheth- 
er it  is  $700  billion  or  a  trillion  dollars  over  the  next  15  years,  but 
pick  it.  It  doesn't  matter.  It  is  a  big  number.  It  is  a  big  number, 
and  it  is  a  number  that  is  derivative  of  some  extraordinarily  great 
job  opportunities  back  here,  and  I  think,  where  we  sit  when  we  are 
out  there  working  internationally  and  we  are  looking  at  what  is 
going  on  here,  I  agree,  believe  me,  99  out  of  100  times  if  you  in- 
vited me  here,  I  would  say  cut  costs,  cut  costs,  cut  costs.  This  is 
the  one  time  that  I  say  we  need  to  spend  some  more. 

We  have  an  opportunity  as  these  countries  try  to  catch  up  be- 
tween 40  and  70  years  of  infrastructure  building  to  really,  really 
put  U.S.A.  Inc.  in  the  forefront.  Now  in  my  own  company,  we  are 
developers  and  investors.  I  can  buy,  as  I  do,  construction  services 
from  Ken.  But  I  can  also  buy  them  from  Holtzman.  I  can  also  buy 
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them  from  Mitsui.  We  do  everything  that  we  can  to  buy  from 
U.S.A.  Inc.,  but  that  is  really  fundamentally  what  we  are  talking 
about  here. 

We  have  to  have  the  ability  to  have  those  suppliers  financed  in 
a  way  that  makes  them  market-competitive.  If  we  don't,  we  are  not 
going  to  have  anything  close  to  what  we  hope  to  have  in  terms  of 
market  share  for  exports. 

The  standards  issue,  I  think  we  ought  to  take  it  out  of  the  gov- 
ernment parlance  and  look  at  it  as  a  business.  If  you  took  OPIC 
as  an  example,  I  am  a  customer,  and  I  need  certain  things  as  a 
customer.  You  are  a  shareholder  and  we  have  a  management  sit- 
ting between  us. 

The  expectations  that  you  should  have,  if  the  objective  is  to  cre- 
ate value  and  propel  U.S.A.  Inc.  forward,  as  opposed  to  Germany 
Inc.  or  Japan  Inc.,  is  that  OPIC  and  Exim  provide  benefits  to  us 
which  are  easily  calculable.  I  agree  with  the  numbers  that  the 
other  two  fellows  have  mentioned.  We  should  think  of  this  as  an 
investment  in  U.S.A.  Inc. 

We  should  not  think  of  it  as  a  subsidy.  We  should  not  think  of 
it  as  an  expense.  This  money  comes  back  many,  many  times  and 
flows  through  our  entire  economic  structure.  What  we  need  on  our 
side  is,  as  the  customer,  they  need  to  be  timely,  they  need  to  be 
on  the  market,  they  need  to  be  responsive. 

You  didn't  hear  me  say  loan  guarantees,  price  supports,  the  gov- 
ernment propping  us  up.  You  didn't  hear  me  say  that,  but  we  do 
need  the  very  same  kind  of  response  that  we  would  expect  to  get 
from  a  bank  if  we  were  to  go  to  the  city  of  London  or  to  Wall  Street 
or  anywhere  else  and  that  should  really  be  the  test.  Would  we  use 
this  organization  if  it  were  not  inside  the  government  and  provid- 
ing some  of  those  pieces? 

Ken  talked  a  good  bit  about  Exim.  I  am  going  to  focus  on  OPIC. 
I  believe  they  do  that  very,  very  well.  We  currently  are  working  to- 
gether on  a  project  with  Exim  and  OPIC  in  Turkey.  It  is  a  little 
over  $600  million  and  we  hope  that  things  will  get  finalized  here 
soon,  but  it  is  my  first  detailed  exposure  to  how  OPIC  works,  both 
on  the  financing  side  and  on  the  insurance  side. 

The  leadership  there,  both  Mrs.  Harkin  and  Chris  Fynn,  are  ex- 
ceptional, and  what  they  have  inside  in  the  ranks  of  the  organiza- 
tion is  every  bit  as  good  as  the  project  finance  capability  in  any  of 
the  investment  banks  on  the  face  of  the  earth,  period,  full  stop. 
Doesn't  mean  that  they  are  easy  to  deal  with  in  terms  of  always 
getting  our  own  way. 

In  fact,  it  is  quite  to  the  contrary,  but  they  are  achieving  the  ob- 
jectives of  giving  you  the  reward  and  propelling  U.S.A.  Inc.  at  a  low 
risk  and  giving  what  we  need  to  get  our  project  completed.  So  my 
recommendations  are  very  simple.  Again,  if  you  believe  we  can't 
win  without  doing  this,  the  restrictions  that  are  placed,  particu- 
larly on  OPIC  in  terms  of  size,  should  be  scrutinized  carefully  and 
if  they  think  they  don't  need  them  (I  think  they  do  not  need  them) 
I  think  they  should  be  removed.  I  think  the  test  of  everyone  on 
your  side,  on  the  shareholder's  side  should  be,  well,  we  are  going 
to  put  that  restriction  in  place  and  leave  it  there  and  thereby  re- 
duce the  competitive  capability  of  U.S.A.  Inc.  and  just  make  sure 
that  you  answer  the  question  why  we  have  to  do  that;  why  such 
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restrictions  are  necessary.  I  think  if  we  put  it  in  that  context, 
maybe  we  can  get  some  of  them  out. 

Because  I  view  this  as  an  investment  and  not  an  expense,  I 
would  go  higher  than  the  $110  million  if  they  would  look  you  in 
the  eye  and  say,  yes,  we  can  use  it  and  use  it  wisely  and  get  20 
to  40  times  leverage  with  it.  You  go  out  and  find  me  one  thing  on 
the  cost  cutting  side  or  one  thing  in  the  domestic  market  that  will 
get  you  20  to  40  leverage  and  tell  me.  If  they  are  out  there,  I  can't 
see  them. 

I  think  it  is  a  huge  opportunity.  I  think  you  are  on  the  fulcrum 
of  the  biggest  economic  opportunity  we  are  going  to  have  in  two  to 
three  decades,  and  I  think  we  ought  to  take  it  very  seriously  and 
make  these  commitments  as  largely  as  we  are  comfortable  with. 

One  final  thing,  somewhat  related,  and  this  comes  from  being 
kind  of  on  the  dirty  fingernails  end  of  this  and  being  out  traveling 
around  the  world,  and  it  relates  to  the  dollar.  Last  time  I  came 
back  from  Vietnam,  I  was  reassigned  to  Germany  and  you  could 
get  4.3  marks  for  a  dollar.  It  was  worth  a  little  bit  less  than  a 
quarter.  Today  it  is  worth  a  little  bit  less  than  a  dollar  and  that 
is  about  20  years,  I  guess,  25  years. 

If  you  were  to  continue  that  trajectory  for  another  20  years,  that 
is  another  thing  that  is  going  to  put  us  in  the  position  of  not  being 
an  economic  superpower.  When  we  go  out  and  work  with  the  inter- 
national financial  markets,  which  can't  be  tripped  and  they  can't 
be  avoided  and  that  is  the  way  the  world  is  going  to  work,  if  we 
want  to  be  that  superpower  and  if  we  want  the  world  economy  to 
continue  to  be  denominated  in  dollars  instead  of  marks  or  yen,  if 
those  are  objectives  of  ours,  and  they  are  for  me,  if  that  is  true, 
what  every  international  businessman,  political  leader  and  finan- 
cial person  will  say,  is  you  have  to  find  a  way  to  balance  your 
budget  at  home.  Thank  you. 

[The  statement  of  Mr.  Wing  follows:] 
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Chairman  Callahan  and  members  of  the  Subcommittee,  thank  you 
for  the  opportunity  to  provide  testimony  this  morning  on  the  private  sector's 
perspective  on  export  financing. 

The  Wing  Group  is  an  internationally  recognized  leader  in  the  field 
of  independent  power  development.   We  have  undertaken  project  developments, 
totalling  more  than  10,000  megawatts,  throughout  the  world  with  special  empha- 
sis in  Turkey,  Kuwait  and  China.    We  are  currently  involved  in  power  projects 
and  .related  energy  facilities  around  the  world  representing  a  potential  investment 
of  $12  billion  and  a  diverse  range  of  technologies  and  fuels.   My  testimony  today 
is  based  not  only  on  first-hand  experience  working  with  the  U.S.  export  finance 
agencies  on  these  projects,  but  also  from  the  perspective  of  a  U.S.  business 
competing  in  global  markets  with  foreign  companies  backed  by  foreign  govern- 
ment export  financing. 
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My  testimony  today  will  first  discuss  the  critical  role  that  U.S. 
export  financing  plays  in  supporting  U.S.  exports  and  creating  jobs.    Next,  I  will 
address  the  issue  of  funding  for  the  U.S.  export  financing  agencies  in  the  context 
of  the  current  efforts  to  reduce  the  Federal  budget  deficit.   Because  a  number  of 
the  other  witnesses  today  have  addressed  the  Export-Import  Bank  of  the  United 
States  ("Eximbank"),  I  will  focus  my  remarks  on  the  Overseas  Private  Investment 
Corporation  ("OPIC"). 

The  Critical  Role  of  U.S.  Export  Financing 
Members  of  this  Subcommittee  are  well  aware  of  the  importance 
that  exports  play  in  fueling  our  Nation's  economic  growth,  increasing  U.S. 
industrial  competitiveness  and  creating  high-quality,  good-paying  American  jobs. 
You  are  also  aware  that  both  OPIC  and  Eximbank  play  a  critical  role  in  support- 
ing U.S.  exports  and  opening  new  markets  to  U.S.  products  by  providing  financ- 
ing where  the  current  political  and  commercial  risks  preclude  exclusive  support 
from  private  financing  sources  or  where  U.S.  companies  face  foreign  subsidized 
competitors.    Accordingly,  I  would  like  to  focus  on  two  aspects  of  the  critical 
role  that  U.S.  financing  agencies  play  in  the  infrastructure  area: 

•  Leveraging  Private  Sector  Financing 

•  Matching  the  Competition 
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While  these  comments  are  based  on  my  experience  in  energy 
infrastructure  projects,  I  believe  they  are  equally  applicable  in  other  infrastructure 
sectors  such  as  telecommunications,  transportation,  and  water  resources. 
1.         Leveraging  Private  Sector  Financing 

First,  leveraging  private  sector  financing.    By  their  nature,  most 
projects  in  the  infrastructure  sector  are  large  and  the  demand  for  financing  far 
exceeds  the  supply.   Because  these  projects  are  so  large,  it  is  not  feasible  to 
finance  them  through  balance  sheet  borrowing.    Even  the  balance  sheets  of  the 
largest  companies  could  only  support  one  or  two  such  projects.   Instead,  such 
projects  have  to  be  built  on  a  project  finance  basis  usually  with  25-30%  equity 
and  limited  or  non- recourse  debt  supported  by  the  revenue  stream  of  the  project. 
Many  of  these  projects  require  co-financing  by  two  or  more  lender  groups.   U.S. 
government  export  financing  agencies  not  only  provide  a  key  source  of  funding 
for  such  projects,  but  also  are  critical  to  the  ability  to  attract  co-financing  from 
private  sector  sources. 

Because  of  the  country  risks  (both  political  and  commercial)  of 
doing  business  that  currently  exist  in  many  emerging  markets  and  because  of  the 
longer  repayment  terms  associated  with  such  projects,  many  projects  would  not 
even  get  off  the  ground  without  the  availability  of  financing  from  these  agencies. 
On  the  other  hand,  with  U.S.  agency  financing  as  part  of  the  package,  it  is 
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possible  to  mobilize  the  rest  of  the  financing  needed  for  a  project  from  the  private 
sector,  including  significant  amounts  of  equity  capital. 

Private  sector  co-financing  is  often  available  in  situations  where  the 
private  sector  is  unwilling  to  finance  a  project  on  its  own  because  private  sector 
sources  take  "comfort"  from  the  involvement  of  U.S.  financing  agencies  in  the 
project.    They  obtain  this  "comfort"  for  a  number  of  reasons,  including  the  fact 
that  the  direct  involvement  of  a  U.S.  agency  in  a  project  is  often  helpful  when 
working  with  foreign  governments  on  such  issues  as  privatizations,  government 
concessions,  and  regulatory  permits  and  approvals  thereby  increasing  the  proba- 
bility of  a  project's  success.    In  addition,  the  presence  of  a  U.S.  government 
lender  is  viewed  by  the  private  sector  co-financiers  as  decreasing  the  risk  of  a 
loan  default,  particularly  in  projects  involving  a  foreign  government  guarantee  or 
a  revenue  stream  from  a  foreign  government  entity  such  as  a  state-owned  electric- 
ity purchaser. 

Thus,  the  funding  provided  by  U.S.  export  finance  agencies  is 
leveraged  to  obtain  private  sector  funding.   This  enables  the  financing  of  projects 
and  associated  U.S.  exports  that  are  a  multiple  of  the  actual  funds  provided  by 
the  agencies.    This  multiplier  effect  is  in  addition  to  the  multiplier  effect  resulting 
from  the  Federal  budget  process  whereby  each  dollar  of  appropriated  funds  sup- 
ports a  multiple  amount  of  credit  activities  by  the  agencies.    For  example,  in 
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1994  Eximbank  supported  export  sales  17  times  greater  than  the  amount  of  its 
budget.    Additional  leverage  is  provided  by  using  OPIC  political  insurance  to 
cover  private  sector  loans  and  equity  investments. 
2.         Matching  the  Competition 

Second,  matching  the  competition.   This  point  is  straight  forward. 
In  emerging  markets  it  is  very  difficult,  if  not  impossible,  to  finance  anything 
without  effective  export  credit  capability.   If  we  do  not  have  such  a  capability, 
we  can  be  sure  that  our  international  competitors  will. 

In  the  power  development  sector,  we  are  facing  stiff  competition 
from  foreign  companies,  primarily  European  and  Japanese,  in  every  market. 
Currently,  there  is  already  a  problem  of  insufficient  lending  and  insurance 
capacity  from  the  U.S.  export  financing  agencies  to  keep  up  with  developing 
country  power  demands  and  U.S.  export  opportunities.    If  we  cut  the  budgets  of 
these  agencies,  then  we  are  ceding  the  playing  field  along  with  the  jobs  and 
economic  growth  that  are  at  stake  to  our  competitors. 

This  applies  not  only  to  projects  currently  under  development,  but 
also  to  future  export  opportunities.   If  American  firms  build  relationships,  demon- 
strate that  we  are  reliable  partners,  and  dominate  the  first  round  as  I  am  confident 
we  can  do,  then  our  success  will  carry  over  the  next  three  decades.    But  if  we  are 
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shut  out  now  because  of  inadequate  export  financing,  we  will  be  at  a  severe 
disadvantage  over  the  long  term. 

The  Case  for  Funding  of  U.S.  Export 
Financing  Agencies  in  an  Era  of  Deficit  Reduction 

It  is  important  to  recognize  that  the  message  we  are  delivering  is 
not  "Save  Our  Corporate  Welfare."   Rather,  it  is  that  within  the  150  Account 
spending  cuts  should  be  made  to  those  programs  that  are  less  effective  and  less 
efficient  and  that  while  most  of  the  savings  should  be  utilized  to  reduce  the 
deficit,  some  of  those  savings  should  be  redirected  to  increase  the  funding  for 
export  financing  programs  that  have  proven  to  be  effective  and  efficient.   At  a 
minimum,  the  funding  for  the  export  finance  agencies  should  be  differentiated 
from  the  other  "foreign  assistance  programs"  that  make  up  the  150  Account  and 
preserved. 

This  message  is  consistent  with  the  testimony  which  has  been 
provided  to  this  Subcommittee  earlier  this  year  that  described  in  more  detail  how 
U.S.  companies  responding  to  the  business  and  job  opportunities  presented  by 
infrastructure  projects  and  backed  by  U.S.  export  financing  are  delivering  real 
"development"   and  fostering  market  reform  in  a  more  effective  and  efficient 
manner  than  direct  government-to-government  aid  has  been  able  to  achieve. 
These  export  agencies  enable  the  decisions  to  be  made  by  businessmen  on  the 
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ground  in  the  host  country  rather  than  by  bureaucrats  in  Washington.   It  also  is 
consistent  with  the  message  which  the  American  people  delivered  last  November: 
less  government,  with  policies  and  funding  directed  at  building  jobs  and  economic 
activity.    Moreover,  this  approach  (in  keeping  with  market  principles)  rewards 
efficiency  and  innovation  in  government. 

As  discussed  earlier,  U.S.  export  financing  is  essential  to  the 
continued  growth  .of  U.S.  exports  and  the  creation  of  American  jobs.   The 
agencies  that  provide  this  financing  do  so  in  an  efficient  and  cost-effective 
manner. 

For  example,  OPIC  is  a  leader  in  the  field  of  project  finance  and 
has  responded  remarkably  to  the  increase  in  demand  for  its  services.   OPIC  is  a 
financially  self-sustaining  agency  which  has  recorded  a  positive  net  income  for 
every  year  of  operation.    It  operates  at  no  net  cost  to  the  U.S.  taxpayer  and  has 
accumulated  reserves  of  more  than  $2  billion.   Over  its  twenty-three  year  history, 
OPIC  has  supported  investments  worth  nearly  $60  billion,  generated  $26  billion 
in  U.S.  exports,  and  helped  to  create  100,000  American  jobs.   In  1994,  OPIC 
doubled  its  new  insurance  commitments,  from  $2.8  billion  in  1993  to  $6  billion 
in  1994,  and  quadrupled  its  finance  commitments,  from  $415  million  to  $1.7 
billion,  with  essentially  no  increase  in  staff. 
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Rather  than  looking  to  cut  the  budget  of  the  export  financing 
agencies,  we  should  be  rewarding  them  for  efficient  operations  and  the  cost- 
effective  delivery  of  services  by  redirecting  a  portion  of  the  savings  from  cuts  in 
the  other,  much  larger  parts  of  the  foreign  assistance  budget.    Again,  I  would  like 
to  be  clear  that  support  for  funding  of  these  agencies  is  not  support  for  corporate 
welfare.    Support  for  such  export  financing  should  be  and  is  based  on  meeting  an 
essential  need  that  is  critical  to  our  economy  and  competitiveness  and  that  cannot 
be  met  by  the  private  sector.    We  are  not  looking  for  a  corporate  hand-out.   We 
believe  that  the  pricing  of  the  services  and  products  provided  by  these  agencies 
should  reflect  the  risks  involved,  and  we  are  investing  significant  amounts  of  our 
own  equity  into  these  projects. 

Conclusion 
While  the  U.S.  export  financing  agencies  have  taken  important 
steps  to  respond  to  the  increase  in  demand  for  their  services  and  to  meet  then- 
customers'  needs,  continuing  improvements  in  the  delivery  of  services  are 
essential  to  maintain  U.S.  competitiveness  in  the  global   market.    In  particular, 
unnecessary  restrictions  that  limit  financing  activities  and  inhibit  U.S.  exports 
should  be  removed.    For  example,  OPIC  should  remove  the  per  project  assistance 
limit  of  $200  million  in  financing  and  $200  million  in  insurance.    Projects  should 
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be  judged  individually  on  their  merits  and  on  OPIC's  needs  to  diversify  its  risk 
portfolio.   Arbitrary  limits  are  unnecessary  and  could  limit  the  financing  available 
to  an  otherwise  sound  project. 

In  summary,  American  business  is  hard  at  work  competing  to  win 
export  sales  in  emerging  markets  and  the  financing  agencies  are  working  with  us 
in  those  battles.    With  continued  concrete  actions  to  improve  the  delivery  of 
export  financing  by  the  agencies  themselves  and  strong  funding  support  by  the 
Congress,  U.S.  export  financing  can  play  an  even  greater  role  in  expanding  U.S. 
exports  and  creating  jobs  at  home. 

Thank  you  for  the  opportunity  to  testify  today.   I  hope  these 
comments  are  of  some  help,  and  I  would  be  happy  to  answer  any  questions  you 
may  have. 
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Mr.  Callahan.  Well,  thank  you.  I  guess  in  everything  we  do  up 
here,  you  have  to  go  back  in  life  and  try  to  connect  it  with  some- 
thing that  has  happened  in  our  prior  life  or  in  my  prior  life,  what 
did  I  do  when  I  was  in  business. 

Number  one,  I  was  not  in  business  to  the  extent  that  you  guys 
are.  I  mean,  you  guys  have  six  zeroes,  or  deduct  six  zeroes  and 
then  you  are  in  my  business.  In  any  event,  I  know  the  position  you 
are  in  with  respect  to  coming  before  this  committee  and  I  try  to 
think,  what  would  happen  now  if  I  were  in  business  doing  business 
with  my  local  banker,  and  the  Chamber  of  Commerce  brought  me 
before  some  public  panel  and  said,  what  is  wrong  with  your  local 
banker?  And  knowing  at  the  same  time  that  I  was  trying  to  borrow 
$50,000  to  buy  a  truck  and  that  the  banker  was  going  to  hear  what 
I  said,  I  probably  would  say  something  that  the  banker  wanted  to 
hear,  and  I  recognize  the  position  that  you  all  are  in. 

You  are  coming  here  saying  that  the  Eximbank,  OPIC,  the  TDA 
are  great  institutions,  give  them  more  money,  and  the  reasons  you 
give  are  great  reasons,  and  we  fully  agree  with  that.  I  don't  think 
anybody  on  this  panel  would  disagree  with  the  need  and  the  capa- 
bilities of  all  three  of  those  agencies  in  creating  jobs  in  America. 
That  is  what  we  are  all  about. 

Two  points,  number  one,  you  are  right.  This  ought  not  be  called 
foreign  aid.  These  accounts,  in  my  opinion,  Charlie,  and  I  think  we 
are  going  to  have  to  get  into  this  sooner  or  later,  but  we  are  going 
to  have  to  separate  these  issues.  The  bilateral  banks  and  even  the 
multilateral  banks,  to  some  extent,  are  not  foreign  aid.  These  are 
investments,  investments  that  will  create  job  activity  in  this  coun- 
try and  competition  with  foreign  countries  such  as  France  and 
Japan  that  are  doing  for  their  business  people  what  we  are  just  be- 
ginning to  do  for  our  business  community  here  in  this  country,  and 
ultimately  we  have  got  to  break  this  responsibility  into  maybe  two 
bills. 

One  of  them,  an  Export  Enhancement  Act  of  1996.  Another  one, 
foreign  aid,  because  the  fact  that  we  are  throwing  the  limited  re- 
sources we  have  available  into  a  bill  that  the  American  people  don't 
like,  foreign  aid,  is  causing  us  a  problem.  I  think  that  the  American 
people  might  support  us,  if  they  could  better  understand  that  part 
of  this  foreign  aid  bill  is  not  foreign  aid,  it  is  an  investment  oppor- 
tunity that  creates  jobs  for  American  people.  I  don't  know  quite 
what  to  do  about  it. 

We  can't  reform  all  of  government  between  now  and  June  when 
we  hope  to  mark  up  our  bill  for  this  year,  but  with  Congressman 
Wilson,  I  hope  that  we  can  get  together,  recognize,  convince  the 
leadership  and  our  colleagues  on  this  committee  of  the  need  to  go 
ahead  and  bite  the  bullet  and  split  this  up. 

Maybe  we  would  be  risking  the  loss  of  the  foreign  aid  bill  be- 
cause if  we  didn't  have  Exim,  if  we  didn't  have  OPIC,  if  we  didn't 
have  TDA  in  there,  we  might  lose  some  votes  on  raw  foreign  aid, 
and  maybe  it  would  be  a  risk,  but  I  think  it  is  needed  and  we  are 
going  to  have  to  look  at  that.  What  you  have  told  us  today  gives 
us — gives  me  at  least  a  better  insight  as  to  some  of  the  things  we 
need  to  do.  But  I  would  invite  each  of  you  to  privately,  if  you  want 
to  take  the  time  and  opportunity,  come  to  me  and  talk  about  what 
can  we  do  or  what  should  we  as  members  of  this  committee  know 
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about  the  operations  of  Exim,  OPIC  and  TDA.  What  are  they  doing 
wrong,  rather  than  to  have  you  sit  under  the  spotlight  here  know- 
ing that  you  are  going  to  have  to  go  borrow  $20  billion. 

I  can't  fathom  that,  next  week  or  next  month  or  next  year,  still 
it  would  be  beneficial  to  us,  I  think,  to  have  this  type  of  private 
information  coming  to  us  so  we  can  better  design  a  vehicle  that  we 
all  want  to  use  to  create  and  to  export  American  jobs,  which  is 
what  Exim,  OPIC  and  TDA  are  all  about. 

I  was  most  impressed,  Ken,  with  Linda  Power's  statement  here 
a  couple  of  months  ago,  about  the  fact  of  the  indirect  foreign  aid 
that  we  were  creating.  All  of  you  may  be  involved  in  the  Indian 
project,  whereby  within  the  scope  of  this  project,  you  are  building 
schools,  you  are  building  medical  facilities,  you  are  creating  an  in- 
frastructure that  is  an  indirect  foreign  aid  that  is  helping  countries 
to  better  the  everyday  lives  of  their  citizens,  and  I  have  talked  with 
John  Wing  about  it,  too,  and  I  know  that  all  of  you  do  some  degree 
of  that  and  I  think  that  we  ought  to  find  a  way  to  amplify  that, 
to  focus  the  spotlight  on  the  fact  that  in  addition  to  that,  we  are 
creating  a  good  will  that  carries  no  tag  on  it  and  we  can't  come  up 
with  a  monetary  value  of  that,  but  I  am  most  impressed  by  that. 

Charlie? 

Mr.  Wilson.  Mr.  Chairman,  I  would  like  to  underline  and  sup- 
port what  you  say — when  you  stop  to  think  about  it.  If  there  is  ever 
a  win-win  situation,  this  is  it  because  I  am  not  as  familiar  with 
TDA  and  with  Eximbank.  I  have  always  been  a  big  Exim  sup- 
porter, but  I  am  not  as  familiar  with  them  as  I  am  OPIC.  When 
you  can  have  an  agency  that  you  put  $100  million  into,  and  they 
are  able  to  leverage  that  40  times  to  create  jobs  in  the  United 
States,  as  you  have  said  they  are  able  to — then  they  are  able  to  ac- 
tually perform  better  than  AID  as  far  as  benefiting  the  country 
that  the  project  is  in. 

They  bring  in  a  sense  of  capitalism.  I  think  that  has  certainly 
been  the  case  in  India.  They  create  a  well-being.  They  create  a  tax 
base.  They  create  jobs  in  those  countries.  They  create  an  immense 
number  of  high-paying  jobs  in  the  United  States,  and  yet  at  the 
end  of  the  day,  they  make  America  more  competitive  and  more  of 
an  economic  leader  in  the  world.  At  the  end  of  the  day,  they  have 
reduced  the  deficit. 

Mr.  Wing.  Hard  to  find  something  wrong  here. 

Mr.  WILSON.  It  is  hard  to  find  something  wrong.  The  only  con- 
ceivable thing  that  would  be  a  restraint  would  be  the  idea  that  per- 
haps the  loans  are  not  sound.  That  would  be  the  only  conceivable 
restraint  to  an  enormously  generous  appropriation.  I  am,  and  I 
think  Mr.  Flickner  and  the  rest  of  the  staff,  as  far  as  OPIC  is  con- 
cerned, are  satisfied  that  they  have  got  more  than  adequate  re- 
serves and  that  it  is  sound.  So  it  is  just  about  a  quadruple  win  sit- 
uation. 

I  would  like  to  ask  you  if  there  is  one  area  in  the  world,  and  I 
would  guess  that  there  is,  where  you  all  are  talking  about  $2  tril- 
lion. If  it  is  $200  billion  a  year  for  10  years,  that  is  2  trillion  dol- 
lars. Is  there  an  area  in  the  world  that  is  the  most  rich  environ- 
ment for  that. 
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Mr.  WlNG.  Fifty-five  percent  roughly  will  be  in  Asia.  If  you  look 
at  the  numbers  that  most  people  view,  there  will  be  certainly  some 
in  Latin  America,  but  where  we  have  to  win  is  in  Asia. 

Mr.  Lay.  Really  both  of  them,  but  I  think  it  is  interesting  that — 
John  is  right.  The  biggest  opportunities  have  to  be  where  you  have 
got  the  most  people  and  where  they  are  trying  to  privatize  and  that 
is  countries  like  China,  like  India,  like  Indonesia  and  certainly 
moving  on  down  the  chain  from  there  in  Asia,  but  also  right  on  our 
back  door. 

The  second  largest  growth  market  is  Latin  America  and  again, 
countries  privatizing  there,  like  Peru,  Bolivia,  Brazil,  Argentina 
along  the  way,  with  tremendous  opportunities.  And  again,  in  both 
markets  today,  U.S.  companies  (especially  in  the  energy  infrastruc- 
ture area,  but  also  in  that  $100  billion  a  year  of  telecommuni- 
cations, et  cetera),  the  U.S.  companies  are  extremely  competitive  as 
long  as  we  have  access  to  capital.  We  can  get  the  equity  capital, 
we  can  provide  the  equity  capital,  but  we  have  got  to  have  the  debt 
and  that  is  where  the  public  financing  organizations  like  Exim  and 
OPIC  come  into  play. 

Mr.  Wing.  Thinking  about  your  comment,  Congressman,  which  is 
really  how  do  you  sell  this  to  the  American  people,  I  think  the 
themes  are  pretty  simple  that  it  is  growing  the  economic  pie.  It  is 
the  other  part  of  the  equation  other  than  just  cost  cutting,  but 
growing  the  economic  pie. 

The  other  thing  that,  when  I  talked  about  standards,  and  you  are 
exactly  on  the  right  issue,  if  we  can  get  Exim  and  OPIC  working 
like  a  commercial — a  combination  of  an  investment,  merchant  and 
commercial  bank  where  you  all  are  the  board  members  and  the  in- 
vestors and  we  are  the  customers  and  hold  them  to  those  standards 
so  that  the  risks  don't  get  too  high,  so  the  money  doesn't  start 
going  out  and  not  coming  back  in,  but  at  the  same  time  that  the 
bar  isn't  so  high  that  we  can't  work  in  our  marketplace,  the  way 
to  do  that  is,  I  think,  creating  a  mindset. 

I  think  OPIC,  and  project  finance,  is  already  there.  They  have 
been  doing  it  for  a  long  time.  They  are  very  successful.  Exim  is 
building  that.  The  tests  have  to  be  loan  performance,  responsive- 
ness to  us  and  are  we  winning.  But  I  cannot  imagine  that  we  can't 
have  a  templet  built  where  that  is  regularly  tested  and  corrected 
if  it  isn't  working  well.  We  should  be  able  to  do  that  and  I  cannot 
think  of  a  better  way  to  propel  our  economy  at  home  than  that. 

Mr.  Wilson.  I  would  like  to  ask  questions  for  30  minutes  more, 
Mr.  Chairman,  but  I  know  you  won't  allow  it,  so  I  will  yield. 

Mr.  Callahan.  It  might  not  make  Mr.  Knollenberg.  happy  be- 
cause he  is  the  next 

Mr.  Knollenberg.  I  would  yield  you  30  seconds. 

Thank  you,  Mr.  Chairman.  Gentlemen,  members  of  the  panel. 
Thank  you  for  your  testimony  this  morning.  I  have  been  a  little 
late  in  getting  here,  but  I  do  have  a  couple  of  notes  that  I  want 
to  refer  to  some  of  your  comments.  You  gentlemen  are  obviously 
strong  proponents  of  the  OPIC  program  and  the  TDA.  I  assume 
that  you  are  from  what  I  have  gathered  in  the  written  testimony. 
Is  there  any  program  that  hasn't  worked? 

For  example,  is  there  any  U.S.  program  or  multilateral  program 
that  has  not  worked  so  well?  I  am  opening  the  door  to  maybe  some 
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areas  beyond  which  is  the  scope  of  Exim  and  OPIC.  But  these  are 
working.  Are  there  some  programs  that  are  not  working  that  you 
are  familiar  with? 

Mr.  Lay.  Well,  and  I  guess  just  a  couple  of  comments.  Of  course, 
we  have  commented  on  AID  and  certainly  some  of  their  programs, 
at  least  our  observation  is  that  they  have  not  been  as  effective  as 
they  should  be.  But  I  don't  think  we  need  to  talk  about  that. 

Mr.  Wilson.  He  was  not  here,  so  you  might  want  to. 

Mr.  Lay.  Just  primarily  looking  at  the  number  of  employees,  the 
dollar  and  overhead  that  AID  are  delivering,  about  $7.5  billion  in 
aid,  they  have  probably  10 — over  10  times  as  many  employees  and 
over  10  times  as  much  overhead  as  does  either  OPIC  or  Export- 
Import.  And,  of  course,  I  guess  we  would  also  argue  that  Export- 
Import  and  OPIC  are  primarily  focused  on  the  private  infrastruc- 
ture projects  which  promote  the  trend  toward  privatization  around 
the  world,  competition,  capitalism,  all  the  things  that  we,  as  a  gov- 
ernment and  a  people,  have  always  encouraged,  where  there  is  still 
so  much  of  the  AID  monies  spent  on  government-to-government, 
sovereign-type  arrangements  where  we  feel  that  probably  we  are 
not  getting  the  same  economic  impact  in  countries. 

I  will  say  from  the  standpoint  of  even  the  World  Bank,  and  the 
World  Bank  is  moving  quickly  to  try  to  get  more — have  a  bigger 
impact  on  the  private  projects,  but  the  World  Bank  is  still  predomi- 
nantly dealing  with  sovereign  governments  and  sovereign  projects. 

Now,  it  is  our  belief,  through  their  international  finance  group 
and  other  groups,  that  their  new  guarantee  programs  are  going  to 
move  very  quickly  now  to  try  to  shift  their  focus  toward  the  private 
infrastructure  projects,  which  we  have  been  encouraging  them  to 
do  because,  again,  we  think  that  the  World  Bank  could  also  have 
a  lot  greater  impact  if  more  of  their  monies  were — and  guarantees 
were — focused  on  private  projects  versus  government  or  sovereign 
projects,  much  the  way  OPIC  and  Exim  do. 

Mr.  Wing.  Ken  is  a  bit  more  diplomatic  than  I  am.  I  think  the 
chances  of  AID  money  going  down  a  rat  hole  are  a  lot  higher,  to 
put  it  very  bluntly. 

Mr.  Lay.  Is  that  a  technical  term? 

Mr.  Wing.  Yes.  To  put  it  very  bluntly.  It  goes  government-to-gov- 
ernment and  you  could  start  counting  where  pieces  get  chipped  off 
and  what  really  comes  out  the  other  end.  It  is  my  view,  and  I  spent 
a  lot  of  my  time  outside  the  United  States,  that  there  is  a  better 
way.  You  don't  get  the  leverage  that  you  do  from  OPIC  and  Exim, 
but  when  it  is  OPIC-Exim  money  and  it  is  coming  in,  you  have  got 
our  equity  between  you  and  the  problem. 

You  know,  we  are  sitting  there  and  if  we  screw  it  up  and  some- 
body pulls  out  the  hammer,  they  get  our  thumb  before  they  get 
yours.  If  it  goes  government-to-government,  the  disappearing  act  is 
a  little  bit  easier  and  I  think  AID  in  years  past  had  its  time,  but 
as  the  whole  world  is  privatizing,  if  I  were  doing  your  job,  I  would 
take  that  down  materially  and  I  would  put  it  in  OPIC  and  possibly 
in  Exim.  Just  to  be  very  simple. 

Mr.  BOREN.  Just  to  point  out  one  thing  that  Ken  said  earlier, 
OPIC  has  got  160  employees  and  they  made  about  $165  million. 
That  is  a  little  over  a  million  dollars  per  employee.  If  any  of  us 
could  do  that  well  in  private  industry,  I  tell  you  we  would  be  aw- 
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fully  proud.  If  we  could  get  any  of  the  other  government  agencies 
to  do  near  as  well  as  that,  I  think  we  would  have  a  totally  different 
situation. 

Mr.  Knollenberg.  And  the  OPIC  money  does  stay  with  OPIC, 
does  it  not,  is  that  $160  million? 

Mr.  Lay.  No,  it  does  not.  It  goes  back  to  the  Treasury. 

Mr.  Knollenberg.  Which  one  then  stays  with — is  that  Exim? 

Mr.  Lay.  Neither  one  of  them.  I  think  in  both  cases 

Mr.  Boren.  They  all  go  back  to  Treasury. 

Mr.  Lay  [continuing].  They  go  back  to  the  Treasury  and  the  fi- 
nance agencies  have  to  come  back  in  annually  for  their  appropria- 
tions. 

Mr.  Boren.  Even  if  they  have  early  repayment  of  loans,  that 
money  goes  back  to  Treasury  as  well,  and  OPIC  is  not  allowed  to 
reuse  that  in  their  loans  and  guarantees. 

Mr.  Knollenberg.  I  appreciate  that  clarification.  I  was  thinking 
one  of  them  did  turn  it  over  within  a  unit,  but  they  do  not.  They 
all  go  back.  Okay.  All  right. 

Just  one  final  point.  What  is,  then,  the  most  important  thing 
that  the  Federal  Government  can  do  in  terms  of  influencing  the  ex- 
port financing?  What  is  the  best  thing  they  can  do? 

Mr.  Wing.  I  think  you  have  to  focus  on  what  we  are  calling 
project  finance,  which  are  these  highly  levered  projects  that  we  are 
talking  about,  a  term  that  isn't  a  Washington  term.  OPIC  has  been 
doing  it  forever  and  doing  it  well.  It  is  how  the  whole  world  is 
being  financed  today. 

I  think  that  is  step  one,  and  build  more  and  more  capability  and 
put  more  and  more  money  in  there  until  one  of  two  things  occurs. 
Either  people  like  us  say  that  is  enough,  or  you  see  that  from  your 
stewardship  that  there  is  more  money  than  there  is  capability  to 
adequately  deliver  it.  Because  if  those  two  criteria  are  met,  you  get 
that  20  to  40  multiple  as  well  as  all  your  money  back  with  a  rate 
of  return. 

If  I  were  sitting  on  your  side  of  the  table,  sir,  I  would  focus  on 
that  one  mission. 

Mr.  Lay.  And  let  me  just  underscore,  I  made  the  comment  on  the 
multilateral  such  as  the  World  Bank.  I  think  there  is  another 
place  where  you  can — to  the  extent  you  can  cause  that  shift  to 
occur,  the  one  that  John  has  talked  about,  where  increasingly  their 
priority  is  project  financing  of  private  infrastructure  projects,  the 
money  will  have  a  much  greater  impact  on  economic  development 
around  the  world,  as  well  as  these  other  trends,  like  I  said,  toward 
capitalism  and,  hopefully,  expanded  democracy  and  middle  class 
expansion  and  so  forth,  than  any  other  single  thing  you  can  do. 

Let  me  make  just  one  quick  comment  and  I  totally  agree  with 
what  John  said  about  Ruth  Harkins  and  OPIC  and  they  are  doing 
a  superb  job  and  of  the  two,  if  there  is  one  that  is  more  severely 
underfunded  than  the  other,  it  probably  is  OPIC,  just  from  the 
standpoint  that  it  is  a  smaller  organization,  achieves  more  lever- 
age, is  very  efficient  and  all  the  rest  of  it,  but  Export-Import  has 
done  a  tremendous  job,  too,  and  Ken  Brody  and  his  team,  he  has 
brought  in  new  talent. 

He  has  shifted  toward  project  financing,  exactly  what  we  are 
talking  about,  trying  to  turn  the  whole  organization  toward  where 
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he  can  get  the  most  leverage  out  of  the  dollars  that  are  given  to 
him,  but  in  both  cases,  I  don't  think  any  of  us  disagree,  we  need 
both  of  them  and  need  them  both  to  be  strong. 

I  will  say  also,  I  don't  mind  personally  that  there  is  a  little  com- 
petition between  them  from  time  to  time,  which  I  think  is  also 
pretty  healthy.  We  don't  mind  competition  among  our  lenders  as 
well  as  competition  in  the  marketplace,  but  those  two  are  both  get- 
ting a  lot  of  leverage  in  these  foreign  infrastructure  projects  from 
the  dollars  that  they  are  being  provided. 

Mr.  KNOLLENBERG.  Gentlemen,  I  appreciate  your  straightforward 
commentary,  testimony.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  TORRES.  Thank  you,  Mr.  Chairman.  I  appreciate,  Mr.  Chair- 
man, the  comments  you  made  earlier  as  you  addressed  our  panel. 
I  also  appreciate  Ranking  Member,  Mr.  Wilson's  comments,  and  I 
think  overall,  the  panel's  testimony  has  been  very  illuminating.  I 
think  that  the  Chairman  would  attest  that  this  is  one  of  the  more 
illustrative  groups  of  individuals  that  have  testified  as  to  the  im- 
portance of  our  position  as  a  government  in  dealing  with  overseas 
projects,  with  investment  in  other  countries.  I  was  startled  by  some 
of  the  figures.  They  are  really  illustrating  the  benefits  for  the  Unit- 
ed States  Government. 

I  think  the  salient  theme  of  your  testimony,  all  three  of  you,  has 
been  that  in  the  next  decade,  the  emerging  markets  of  the  develop- 
ing world  are  going  to,  as  I  hear  you  say,  develop  to  twice  what 
they  are  today  in  the  next  decade.  I  think  that  is  a  significant  com- 
ment you  have  made,  especially  regarding  power  infrastructure. 

Your  appeal  to  us  has  been  to  look  at  export  promotion  as  a  com- 
ponent of  future  U.S.  foreign  policy.  I  have  a  question  for  Mr. 
Boren,  probably,  who  indicated  that. 

Can  you  tell  the  subcommittee  what  percentage,  not  in  the  fu- 
ture, but  what  percentage  in  the  past  of  U.S.  economic  growth  is 
due  to  export  policy? 

Mr.  BOREN.  I  believe  the  numbers  that  we  have  are  like  40  per- 
cent of  the  economic  growth  has  come  from  exports. 

Mr.  TORRES.  Forty  percent. 

Mr.  Boren.  I  believe  that  is  the  right  number. 

Mr.  Torres.  Mr.  Lay  mentioned  in  his  comments  that  there  were 
a  couple  of  projects  underway  in  Mexico  that  because  of  the  dollar 
devaluation,  you  had  to  seek  alternative  financing,  but  they  are 
continuing.  How  do  you  see  the  long-term  recovery  of  the  peso  rel- 
ative to  that  kind  of  financing  and  prospects  for  Mexico? 

Mr.  Lay.  Congressman,  and  that  is  just  a  matter  where  I  was 
probably  not  as  clear  as  I  should  have  been.  I  referred  to  the  Mexi- 
can peso  crisis,  but  primarily,  because  of  that  crisis,  the  private 
sources  of  funding  for  these  development  projects  just  dried  up 
around  the  world.  Not  just  in  Mexico,  because  at  the  time  that  was 
occurring,  we  were  financing  two  major  projects,  one  in  China  and 
one  in  India. 

Prior  to  that,  we  had  a  fairly  significant  portion  of  those  projects 
circled  or  committed  by  insurance  companies  and  other  private  in- 
stitutions. But  when  that  happened,  all  that  money  just  dis- 
appeared, and  my  point  was  that  even  though  from  time  to  time 
we  are  able  to  get  financing  out  of  the  private  sector,  it  is  not  reli- 
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able,  because  something  like  that  occurs  and  sends  shock  waves 
not  just  in  Mexico,  but  around  the  whole  developing  world,  and 
that  is  where,  again,  Export-Import,  OPIC  are  necessary,  because 
they  are  there  and  they  are  there  both  in  crisis  times  as  well  as 
the  good  times. 

Mr.  Torres.  Okay.  So  here  we  are.  Business  community  in  front 
of  us,  Members  of  Congress  on  this  side  looking  at  this  particular 
issue  that  I  pointed  out  that  you  are  enticing  us  to  look  at,  export 
promotion  as  a  component  of  future  U.S.  foreign  policy. 

You  indicate  in  your  statement  that  even  by  conservative  meas- 
ure, energy  projects  that  will  actually  be  built  in  developing  coun- 
tries should  total  about  $625  billion  over  the  next  10  years,  and 
U.S.  companies  should  win  a  major  share  of  these  projects. 

In  your  comments,  you  talked  about  the  potential  in  the  Asian 
market,  the  next — you  said  50  percent  possibly  in  the  future  may 
be  attributed  to  Asian  markets,  then  you  also  indicated  that  Latin 
America  would  probably  be  our  second  most  fertile  ground,  Argen- 
tina, Peru,  Mexico,  Brazil. 

My  question,  probably  a  controversial  one,  is  how  do  you  see  our 
current  position  vis-a-vis  Cuba  as  a  major  potential  nation  in  our 
hemisphere,  in  the  Caribbean,  and  what  is  happening  there  now 
with  investments  by  our  own  allies,  some  of  the  countries  that  we 
are  now  involved  with,  China,  Vietnam,  Canada,  France,  making 
major  investments  in  that  country  in  major  areas  such  as  tele- 
communications and  power. 

Do  you  see  us,  because  of  our  foreign  policy  vis-a-vis  the  embar- 
go, losing  out  on  the  kind  of  potential  you  are  talking  about? 

Mr.  Wing.  I  do. 

Mr.  Torres.  You  do? 

Mr.  Wing.  I  do.  In  the  Wing  Group,  one  of  our  partners  is  class 
of  59  from  Cuba,  also  class  of  68  from  Yale  and  70  from  MIT  and 
I  think  74  from  the  Harvard  Business  School  and  his  family  lost 
everything  in  Cuba,  but  we  do — we  watch  what  is  going  on  there 
pretty  carefully  and,  frankly,  in  our  view,  the  sooner  we  can  reach 
resolution,  the  better  things  will  be  there  and  for  us. 

Mr.  TORRES.  But  can  you  be  more  explicit? 

Mr.  Wing.  I  can't  tell  you  the  right  political  answer,  but  I  can 
tell  you  that  the  Cuban  people  I  know  in  America  are  among  the 
best  entrepreneurs  and  the  best  businessmen  I  think  that 
readmitting  Cuba — I  don't  know  what  political  events  or  what 
amount  of  time  has  to  go  by  but  I  think  that  there  should  be  a 
major  U.S.  involvement  and  I  think  it  will  be  productive  in  both 
directions.  I  don't  have  the  political  answer.  There  should  ulti- 
mately be  a  major  U.S.  involvement  in  Cuba.  That  happening 
would  be  good  for  both  countries. 

Mr.  Torres.  Any  of  the  other  gentlemen  care  to  comment? 

Mr.  Lay.  It  is  not  an  area,  I  don't  think  that — certainly  it  is  not 
an  area  that  I  consider  to  be  expert  on,  but  I  will  make  just  a  gen- 
eral comment  about  embargoes  in  general,  and  embargoes  in  gen- 
eral, I  think,  have  been  a  fairly  ineffective  foreign  policy  tool  for 
our  country. 

Unless  we  can  get  full  support  from  all  our  allies,  which  we  have 
not  been  able  to  do  in  most  of  these  countries.  I  mean,  we  just  re- 
cently saw  where  a  company  signed  up  with  a  deal  in  Iran.  Now, 
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of  course  they  have  lost  that  and  the  French  have  it  and  I  expect 
the  end  result  is  the  country,  Iran,  will  be  about  the  same,  prob- 
ably Iran's  foreign  policy  will  be  about  the  same,  but  the  U.S.  op- 
portunity is  lost  to  another  country.  Embargoes  typically  have  just 
not  been  all  that  effective,  I  would  think. 

Mr.  Boren.  I  would  agree  with  what  Ken  said  about  embargoes. 
We  are  in  the  Caribbean  in  a  fairly  strong  way.  We  are  in  the  Ba- 
hamas, Freeport  Power  Company.  We  are  down  in  Trinidad.  We 
operate  all  the  generating  capacity  there  and  so  we  have  a  strong 
presence  in  that  area  of  the  world.  I  don't  think  embargoes  are  af- 
fected. 

I  would  tell  you  that  we  are  missing  out.  A  lot  of  other  countries 
are  going  to  be  in  there  developing  that  energy  sector.  I  would  also 
tell  you  that  I  think  there  are  a  large  number  of  U.S.  energy  devel- 
opers kind  of  waiting  to  see  when  that  embargo  is  going  to  be  lift- 
ed. When  they  go  in,  you  will  see  a  swarm  of  us  going  down  there 
trying  to  participate  in  Cuba. 

Mr.  TORRES.  I  thank  the  panel  for  their  answers.  Thank  you,  Mr. 
Chairman. 

Mr.  FORBES.  Thank  you,  Mr.  Chairman.  I  appreciate  you  gentle- 
men being  here  today.  Your  testimony  has  been  very  helpful  to  this 
new  Member  of  Congress  particularly.  This  may  seem  like  it  is 
coming  a  little  bit  out  of  left  field,  and  I  apologize.  Help  me  out  a 
little  bit,  though. 

I  come  from  an  area,  Long  Island,  where  we  have  amongst  the 
highest  utility  rates  in  the  country.  What  do  I  say  to  the  people 
that  I  represent  who  are  paying  probably  the  highest  utility  bills 
in  the  country  when  they  ask  me  how  come  we  have  taxpayer-sub- 
sidized loans  to  develop  independent  power  sources  for  other  na- 
tions? What  do  I  go  home  and  tell  them  in  response  to  their  con- 
cern? 

Mr.  Lay.  And  Congressman,  I  think,  again,  I  am  not  sure  exactly 
when  you  came  in,  but  I  think  in  my  testimony,  I  address  this 
whole  subject  of  whether,  in  fact,  these  are  tax-subsidized  loans, 
and  we  don't  think  they  are. 

Of  course,  probably  the  clearest  example  is  OPIC  where,  in  fact, 
they  are  making  $160  million  of  profit  a  year  and  turning  that 
back  over  to  the  government,  but  if  we  look  at  the  rates  that  are 
being  charged  by  OPIC  and  Export-Import  and  compare  them  with 
the  interest  rates  in  the  private  sector,  why  they  appear  to  be  very 
cost  or  price-competitive. 

I  mean,  I  used,  again,  the  example  of  our  Indian  financing,  which 
we  just  completed  within  the  last  30  days.  The  OPIC  part  of  that 
financing  has  an  interest  rate  of  about  11.5  percent  on  it.  The  Ex- 
port-Import rate  is  about  nine  and  three-quarters  percent,  and  then 
the  one  source  of  private  money  from  commercial  banks,  some 
international  commercial  banks  is  about  nine-and-a-quarter  per- 
cent, so  indeed  we  don't  think  it  is  a  matter  of  subsidized  loans. 
It  is  mainly  a  matter  of  availability  of  funds. 

Just  because  of  the  political  and  country  risk  involved  in  these 
developing  countries,  the  private  sector  will  not  go  into  them  unless 
Export-Import  and  OPIC  are  in  front  of  them,  as  well  as  our  own 
equity  money.  And  if  we  don't  have  those  sources  of  funds,  why 
then  instead  of  sourcing  our  equipment  with  GE  and  Westinghouse 
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in  the  U.S.,  we  have  got  to  start  looking  harder  at  Siemens  or 
Mitsubishi  where,  in  fact,  we  can  get  Japanese  or  German  financ- 
ing and  then  the  jobs  go  to  those  countries  instead  of  the  U.S. 

Mr.  Wing.  Had  people  in  your  district  had  the  chance  to  buy 
privatized  power  from  us  instead  of  going  through  a  convoluted 
regulatory  process  that  worked  right  up  until  the  time  it  was  need- 
ed in  1973  and  didn't  work  worth  a  damn  after  that,  had  they  had 
that  opportunity,  they  would  have  and  Kenn  and  I  would  have 
built  a  lot  in  the  U.S.  We  would  be  able  to  say  to  them,  we  will 
now  give  others  the  same  inexpensive  power  that  we  gave  you. 

Mr.  FORBES.  On  behalf  of  the  ratepayers  on  Long  Island,  I  would 
like  to  talk  at  greater  length  with  you  about  that. 

Mr.  Wing.  Be  happy  to  do  it. 

Mr.  Boren.  I  simply  encourage  you  to  move  to  the  South  where 
the  rates  are  a  lot  lower. 

Mr.  Lay.  But  if  that  doesn't  work,  there  are  at  least  two  mem- 
bers of  this  panel  that  would  be  happy  to  talk  to  you  about  selling 
electricity. 

Mr.  Forbes.  Great.  Great. 

Mr.  Lay,  I  know  you  touched  on  this  briefly,  but  it,  obviously, 
doesn't  seem  like  you  are  a  great  fan  of  the  Agency  for  Inter- 
national Development.  We  particularly  look  at  page  8  in  your  testi- 
mony. You  support  a  select  group  of  the  multilateral  institutions 
for  the  reasons  you  offer  in  your  testimony  and  I  found  that  to  be 
very  helpful. 

Could  you  tell  us  how  you  came  about  your  assessment  with  AID 
and  do  you  think  there  is  a  way  to  restructure  AID  to  make  it  truly 
more  of  an  agency  able  to  promote  American  exports  as  well  as  de- 
velopment abroad  or  do  you  think  we  ought  to  scrape  the  place  al- 
together? 

Mr.  Lay.  Congressman  Forbes,  I  am  glad  you  gave  me  that  op- 
portunity and  really  I  am  not  trying  to  beat  up  on  AID,  I  am  not 
trying  to  beat  up  on  AID.  I  expect  they  have  got  enough  other  peo- 
ple beating  up  on  them.  They  don't  need  one  more,  and,  indeed, 
AID  does  do  some  good  things  and  we  can  point  to  specific  in- 
stances where  AID  has  urged  governments  to  move  toward  privat- 
ization, move  away  from  government-owned  power  generation  or 
government-owned  energy  infrastructure,  provided  seminars,  what- 
ever, to  kind  of  push  countries  in  the  right  direction,  and  certainly 
I  am  glad  they  do  that. 

Now,  again,  that  is  a  fairly  small  percentage,  I  think,  of  their 
overall — I  think — I  know  of  their  overall  budget  and  I  guess  what 
we  are  really  taking  issue  with  here  is  we  get  much  greater  impact 
or  make  much  greater  impact,  economic  development  impact  on 
these  countries,  by  trying  to  get  all  of  our  multilaterals,  all  of  our 
public  financing  institutions  to  really  concentrate  on  the  private  in- 
frastructure projects  where,  in  fact,  you  are  taking  one  dollar  and 
you  are  ending  up  making  a  20  or  30  or  40  times  that  impact  in 
that  country  as  far  as  investment,  and  the  private  sector  is  making 
the  decision  to  risk  its  capital. 

The  private  sector  is  having  to  make  sure  that  the  projects  are 
successful  in  those  countries,  as  well  as  in  many  cases,  as  the 
Chairman  said,  not  in  all  cases,  but  in  many  cases  we  are  also,  as 
part  of  the  projects,  we  are  spending  in  the  case  of  the  Indian 


270 

project,  we  are  spending  about  $25  million  to  build  hospitals  and 
schools  and  water  treatment  facilities.  We  are  going  to  spend  about 
$50  million  on  deepening  and  widening  the  port  which  will  be  used 
for  an  LNG  facility,  but  also  will  be  available  for  the  whole  area 
for  economic  development. 

So  we  are  doing  through  the  private  sector  some  of  the  same 
things  that  AID  is  trying  to  do,  and  other  agencies  are  trying  to 
do,  but  we  think,  you  are  getting  a  lot  more  impact  for  your  dollar 
than  you  will  when  you  go  through  the  foreign  aid  approach. 

Mr.  FORBES.  Certainly,  I  would  like  to  align  myself  with  those 
sentiments.  I,  for  one,  would  think  that  the  private  sector  is  doing 
a  far  and  away  better  job  in  that  regard  and  if  we  could  help  lever- 
age your  approach  in  that  regard,  I  think  we  would  be  better  off. 
Thank  you  very  much. 

Mr.  Wilson.  Mike,  would  you  yield  just  one  moment? 

Mr.  Forbes.  Yes,  sir. 

Mr.  Wilson.  It  has  come  out  in  the  testimony,  I  think  it  was  be- 
fore you  came  in,  that  the  leverage  we  get  in  return  from  OPIC  and 
EXIM  is  somewhere  between  20  and  40  to  1.  With  AID  it  is  about 
1  to  1. 

Mr.  Forbes.  Yes.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Bunn. 

Mr.  BUNN.  Thank  you,  Mr.  Chair. 

As  I  meet  with  various  officials  from  AID  and  its  related  NGOs, 
I  am  often  told  that  the  private  sector  approach  to  foreign  aid  is 
inadequate  because  corporations  won't  invest  in  the  poorest  coun- 
tries of  Asia  and  Africa. 

Can  any  of  you  comment  briefly  on — or  tell  the  committee  about 
instances  where  your  companies  have  invested  in  these  impover- 
ished nations  and  if  you  haven't,  why  not? 

Mr.  Lay.  Well,  we  have — of  course,  I  keep  referring  to  the  Indian 
project.  I  think  most  people  would  put  India  on  that  category  of 
pretty  poor  countries,  certainly  China,  Indonesia,  certainly  Bolivia. 
We  are  also  getting  ready  to  make  major  investments.  We  have  a 
project  in  Mozambique,  going  to  South  Africa,  a  pipeline,  natural 
gas  project,  but  again,  the  point  is  valid  that  there  are  going  to  be 
certain  areas  where,  in  fact,  for  all  kinds  of  reasons,  the  private 
sector  will  not  be  that  interested  in  making  investments. 

Then  I  guess  the  real  question  is,  what  is  the  best  way  of  improv- 
ing the  climate  in  those  countries  to  make  sure  that  over  time  pri- 
vate companies  will  go  in  there  and  make  investments,  and  you 
have  got  to  ask  the  question  whether  AID  is  the  right  approach  or 
whether  changing  the  whole  thrust  of  our  financing  agencies  so 
that  the  way  these  countries  get  money  to  do  the  development  is, 
in  fact,  to  straighten  out  their  political  systems,  straighten  out 
their  economic  system,  move  toward  capitalism,  move  to  private 
sector  ownership,  and  that  quite  often,  as  I  think  we  also  know, 
many  of  these  countries  have  been  receiving  foreign  aid  for  not  just 
a  decade,  but  two  or  three  or  four  decades  and  they  still  are  not 
making  any  progress  toward  that  direction. 

Mr.  Wing.  I  think  that  is  a  key  thing.  A  couple  of  years  ago  I 
was  working  in  Cambodia  and  that  is  not  a  real  fun  place  to  work, 
and  we  got  done  looking  at  it  and  we  put  some  conditions  prece- 
dent in  front  of  the  Cambodians,  like  not  shooting  at  our  people 
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and  a  few  other  things  that  we  thought  were  pretty  important,  and 
they  were  not  able  to  jump  over  that  bar,  and  I  would  argue  wheth- 
er that  was  John  Wing  doing  it  or  whether  that  was  AID  doing  it. 
Until  they  are  ready  to  jump  over  that  bar  that  money  is  not  well 
spent.  So  I  think  you  have  to  have  that  sort  of  a  test  on  it. 

Mr.  Lay.  You  weren't  shooting  at  their  people,  were  you? 

Mr.  Wing.  No.  You  know  me  better  than  that. 

Mr.  Bunn.  Thank  you.  I  appreciate  that  answer. 

Mr.  Wing,  you  mentioned  a  while  ago  that  the  Mexican  peso  col- 
lapse has  had  a  serious  chilling  effect  on  private  lending  for 
projects  in  developing  nations.  When  did  you  expect  the  hesitation 
to  ease  and  do  you  see  other  Mexicos  on  the  horizon? 

Mr.  Wing.  I  think  there  are  definitely.  In  the  real  world,  there 
will  always  be  crises  like  the  Mexican  one.  I  don't  think  in  our  life- 
time we  are  going  to  work  our  way  out  of  that. 

What  we  have  to  do  together  is  dampen  those  severe  oscillations. 
We  have  to  have  a  set  of  tent  entities  that  when  the  credit  markets 
close  up  because  of  some  problem,  on  one  hand,  we  have  to  find  a 
way  in  that  country  to  help  that  get  fixed,  but  on  the  other  hand 
we  can't  have  every  project  around  the  world  and  all  the  good  that 
is  derivative  from  that  project  fall  apart,  and  that  is  a  critical  part. 
That  is  why  we  need  OPIC  and  Exim.  That  is  the  fundamental 
issue. 

Mr.  Bunn.  Thank  you,  Mr.  Chair. 

Mr.  Callahan.  Well,  thank  you.  We  will  permit  Members  to 
enter  questions  in  the  record  and  we  will  forward  them  to  you.  Be- 
cause of  time  we  are  going  to  have  to  get  to  Mr.  Cox  and  Mr. 
Kostal.  You  are  welcome  to  stay  for  that  portion  of  it. 

John,  I  appreciate  your  openness  and  candor.  I  guess  after  you 
get  the  first  billion  dollars  in  the  bank,  you  can  go  ahead  and  say 
some  things  that  you  normally  wouldn't,  but  we  do  very  much  ap- 
preciate it. 

Mr.  Wing.  I  have  become  much  more  reserved. 

Mr.  Callahan.  We  appreciate  your  coming.  We  would  like  to 
talk  to  you  in  further  detail  sometime  I  guess  more  privately  so  you 
might  be  able  to  give  us  some  recommendations  that  we  all  can  be 
aware  of  with  respect  to  your  dealings  with  these  three  agencies. 

One  thing  I  might  point  out  is  that  none  of  you  really  made  a 
great  deal  of  effort  to  convince  us  that  we  ought  to  increase  funding 
for  TDA,  and  maybe  that  is  something  we  should  get  into  later,  but 
I  know  that  all  of  you  were  very  insistent  on  Exim  as  well  as  OPIC. 

Mr.  Wing.  I  think  that  is  where  we  really  see  the  priorities,  Mr. 
Chairman. 

Mr.  Callahan.  Gentlemen,  we  thank  you  for  your  patience.  We 
wanted  to  try  to  keep  each  of  the  panels  to  one  hour,  but  there 
were  three  of  them  so  they  had  you  outnumbered.  We  do  appreciate 
your  coming  today  and  we  will  start  with  Mr.  Cox. 

MR.  COX'S  OPENING  STATEMENT 

Mr.  Cox.  Mr.  Chairman,  thank  you  for  the  opportunity  to  be  here 
today.  I  have  submitted  written  testimony  already  and  if  you  would 
give  me  the  opportunity,  I  would  just  like  to  summarize  some  of 
those  points. 
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This  morning,  in  fact,  Congressman  Wilson  mentioned  the  con- 
cern about  the  current  trade  deficit.  I  think  it  is  interesting,  if  we 
really  look  where  the  export  potential  exists  in  the  future  to  meet 
that  deficit,  it  is  really  in  the  developing  economies. 

The  economies  in  developed  nations,  it  will  just  be  incremental, 
our  ability  to  export.  In  the  developing  nations,  we  really  see  that 
they  will  grow  twice  as  fast,  those  economies,  as  the  developed 
economies.  And  our  foreign  competitors  fully  understand  that  that 
is  where  the  growth  in  their  jobs  and  their  ability  to  export  will 
be,  and  their  governments  understand  that  and  are  supporting 
them  with  export  finance  paid  for  and  subsidized  by  their  govern- 
ments. 

So  the  issue  that  we  face  is  that  all  the  leading  industrial  coun- 
tries, including  the  newly  industrialized  countries,  have  export  fi- 
nance facilities  available  for  their  exports. 

Government-supported  finance  is  often,  in  our  experience,  one  of 
the  key  determining  factors  in  our  ability  to  export  from  this  coun- 
try. The  strategic  objective  of  Westinghouse  or  any  other  U.S.  ex- 
porter is  clearly  to  gain  market  share  in  developing  countries. 

We  heard  this  morning  one  of  the  other  gentlemen  on  the  panel 
speak  about  if  you  are  not  there  in  round  one,  you  are  not  going 
to  be  there  in  round  12.  So  the  issue  is  market  share,  gaining  it 
and  preserving  it.  Once  a  market  is  lost,  it  is  almost  impossible  to 
regain  that  market  share.  That  is  a  very  important  concept  that 
the  three  agencies  that  we  are  discussing  today  support  U.S.  ex- 
porters keeping  and  gaining  important  market  share  in  the  devel- 
oping markets. 

Let  me  just  speak  for  Westinghouse.  We  can  and  we  will  compete 
on  the  basis  of  price,  technology  and  delivery,  but  we  cannot  com- 
pete alone  against  powerful  foreign  governments  that  are  playing 
on  this  economic  battlefield.  So  we  are  not  asking  for  a  subsidy  or 
a  hand  out. 

We  recognize  we  have  to  compete,  but  what  we  are  saying  is  we 
can't  compete  alone  when  it  is  foreign  governments  that  are  sup- 
porting the  competition.  Eximbank,  TDA  and  OPIC,  in  our  experi- 
ence, have  been  lean,  well  managed,  cost-effective  and  focused. 

I  don't  think  we  could  always  say  that,  that  they  have  worked 
together  harmoniously,  but  I  think  we  have  really  seen  the  prior 
administration  and  the  current  administration  emphasize  the  need 
for  those  three  agencies  to  work  together  and  to  complement  them- 
selves. 

If  you  look  at  Eximbank,  what  is  their  mission?  Their  mission 
really  is  to  participate  only  when  necessary,  and  we  really  see 
them  in  three  areas.  One,  when  foreign  governments  offer  sub- 
sidized financing,  there  is  a  role  for  Ex-Im  bank. 

When  the  commercial  banks  or  private  lenders  can't  participate 
in  emerging  markets,  there  is  a  role  for  Eximbank.  And  finally,  we 
find  that  small  companies  do  not  have  the  same  access  to  large 
commercial  banks  in  this  country  as  major  exporters  do,  and  just 
because  of  the  volume  and  the  repeat  business.  And  Eximbank 
clearly  can  target  programs  to  help  those  small  exporters  grow 
their  businesses  and  participate  in  export  markets.  I  think  it  is  a 
very  important  function,  those  three  things  that  the  bank  can  play. 
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I  would  like  to  talk  about  TDA  and  what  is  their  importance 
really  to  exporters.  One  of  the  major  difficulties  that  U.S.  exporters 
have  found  in  the  past  is  the  tremendous  amount  of  funds  that  are 
available,  particularly  to  our  Japanese  competitors  and  to  our  Eu- 
ropean competitors  to  involve  themselves  at  the  early  stages  of 
project  development.  We  have  found  time  and  time  again  that 
these  foreign  countries,  by  performing  studies,  feasibility  studies, 
have  ultimately  been  able  to  write  the  bid  specs  that  projects  are 
bid  against  that  either  exclude  xAmerican  technology,  or  make  it  so 
expensive  for  us  to  bid  our  technology  that  we  are  not  going  to  be 
competitive. 

I  will  share  with  you  an  example  where  TDA  has  opened  an  im- 
portant market  to  U.S.  exporters  and  allowed  U.S.  exporters  to 
compete,  and  when  you  see  the  amount  of  funding  that  TDA  has 
and  is  requesting  versus  what  Japan  and  the  European  Commu- 
nity are  spending  on  these  exact  programs  to  position  their  export- 
ers for  future  business,  I  think  you  will  see  the  need,  hopefully,  to 
look  carefully  at  what  that  investment  in  TDA  can  do  to  allow  us 
to  participate  in  these  developing  markets. 

To  cite  an  example  of  TDA  support,  Westinghouse  was  very  in- 
terested in  participating  in  the  Eastern  European  market.  There 
are  Soviet-designed  turbine  generators  and  our  contention  was 
that,  yes,  in  fact,  U.S.  firms  could  work  on  those  turbine  genera- 
tors. 

Our  European  competitors  had  a  great  deal  of  funding,  a  number 
of  studies  produced,  all  of  which,  and  specifically  Poland  as  a  mar- 
ket, to  convince  the  polls  that  only  their  technology  would  be  com- 
parable and  only  their  technology  should  be  used  to  replace  the  ex- 
isting fleet  of  generators  in  Poland. 

Westinghouse,  first  of  all,  had  the  mission  to  convince  TDA  to 
support  us  in  working  on  this  study.  So  we  spent  a  considerable 
amount  of  our  effort,  first  of  all,  just  convincing  TDA  to  work  with 
us. 

Secondly,  we  agreed  to  cost-share  that  study.  And  I  think  that 
is  an  important  concept,  that  up  front,  U.S.  companies  are  being 
asked  to  cost-share,  and  these  are  markets  that  not  necessarily  are 
going  to  go  to  Westinghouse.  They  will  be  open  to  American  compa- 
nies, and  those  American  companies  will  have  the  same  advantage 
to  participate  as  perhaps  Westinghouse  will,  but  we  are  finding  a 
number  of  instances  where  even  though  we  are  cost-sharing  those 
studies,  other  U.S.  exporters,  in  fact,  win  the  ongoing  business 
when  the  specifications,  et  cetera,  are  developed. 

Well,  the  result  of  that  study  in  Poland  as  an  example  opened 
that  market  to  Westinghouse,  not  only  to  participate  for  new  gen- 
eration equipment,  but  to  also  join  in  a  partnership  with  five  Polish 
utilities  where  we  are  now  beginning  to  upgrade,  extend  the  useful 
life  of  those  particular  plants,  and  make  them  environmentally 
compatible  with  the  new  standards  in  Poland.  So  I  think  it  is  a  real 
success  story  that  here  is  a  market  that  we  probably  would  not 
have  been  qualified  to  participate  in  unless  we  were  able  to  deter- 
mine on  straight  through  this  feasibility  study  that,  yes,  U.S.  tech- 
nology can  work  on  existing  Soviet-designed  turbine  generators 
and,  yes,  we  can  participate,  and  here  is  an  instance  where  we 
shared  in  the  cost  of  doing  that. 
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I  think  you  heard  extensively  this  morning  about  OPIC's  special 
role  in  some  of  these  markets  and  the  strong  continuing  demand 
for  OPIC  financing  really  as  countries  begin  to  privatize  their  in- 
dustries. 

CEE  estimates  that  the  record  demand  in  fiscal  1996  by  pro- 
grams offered  by  Exim,  TDA  and  OPIC  will  require  support  for 
each  of  those  programs  and  based  on  our  estimates,  we  think  com- 
bined that  they  will  support  about  $26  billion  in  exports  next  year, 
in  the  next  fiscal  year.  And  CEE's  numbers,  I  think  you  will  see, 
have  erred  on  the  conservative  side.  I  think  they  are  fully  support- 
able. 

I  think  you  will  see  that  exports  clearly  support  high  wage,  high 
productivity  jobs.  And  I  think  an  important  point  that  needs  to  be 
made  is  the  ongoing  business  for  every  export  that  is  initially  sub- 
sidized or  worked  on  or  paid  for  or  used  by  Exim  or  OPIC  or  TDA, 
there  are  studies  that  support  the  fact  that  year  after  year  for  10 
to  15  years  after  that  initial  export,  that  we  can  see  that  there  is 
at  least  10  to  15  percent  that  initial  exporter  ordered  year,  after 
year,  after  year  for  15  to  20  years  and  often  those  exports  do  not 
require  additional  finance. 

So  there  is  all  sorts  of  business  for  technical  services,  spare 
parts,  the  ability  to  operate  existing  facilities  that  all  contribute  to 
the  U.S.  ability  to  export,  and  it  is  not  focused  on  in  terms  of  what 
those  ongoing  opportunities  really  are  as  we  go  out  there. 

We  have  heard  the  issues  this  morning  relative  to  Eximbank  and 
the  ability  for  the  bank  to  really  use  $850  million  budget  authority 
next  year  to  create  what  we  believe  is  $21  billion  in  exports.  I  will 
share  a  small  example  with  you  about  the  importance  of  Eximbank. 

The  earlier  panel  was  really  in  the  private  power  development 
field,  but  Westinghouse  also  participates  in  that  very  market.  Last 
year,  we  had  the  opportunity  to  participate  in  a  bid  in  Argentina, 
emerging  market,  in  a  private  power  development  that  was  being 
built  on  a  gas  field  in  Argentina.  After  several  rounds  of  competi- 
tion, the  end  result  was  Westinghouse,  supported  by  Eximbank, 
supported  by  a  major  U.S.  commercial  bank,  who  would  not  have 
been  there  had  it  not  been  for  Exim's  ability  to  also  participate  in 
this  project,  versus  a  strong  European  competitor,  supported  by  a 
European  finance  agency  and  a  major  European  bank. 

I  tell  you,  we  would  not  have  won  or  not  have  been  in  the  final 
round  to  participate  had  we  not  had  equivalent  support  from 
Eximbank  to  what  the  European  finance  agency  was  able  to  do  for 
their  supplier.  The  end  result  was,  we  won  a  $50  million  contract 
to  supply  the  first  phase  of  the  power  plant  that  was  being  built 
in  the  gas  field. 

What  happened  after  that?  We  won  the  second  phase,  we  won 
the  third  phase.  Why?  Because  we  delivered  on  time,  we  did  what 
we  said  we  were  going  to  do.  The  technology  worked.  We  trained 
their  operators  in  using  Westinghouse  equipment.  There  was  cer- 
tainly the  interchangeability  of  spare  parts  in  those  particular 
plants  added  to  a  cost  advantage  for  future  bids,  and  Eximbank 
was  able  to  be  repaid  because  now  this  entity  emerged  and  was 
able  to  access  finance  from  private  capital  markets. 

So  this  was  a  win-win  situation,  and  it  has  positioned  us  to  real- 
ly have  the  market  share  with  that  particular  customer  in  Argen- 
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tina  and  a  $50  million  opportunity  has  now  grown  into  $180  mil- 
lion in  U.S.  sales  because  of  that  particular  type  of  support. 

Mr.  Chairman,  in  addition,  when  we  add  CEE's  support  for  con- 
tinued funding  for  OPIC,  the  agency,  as  was  demonstrated  this 
morning,  covers  its  expenses,  sets  reserves  for  its  insurance  and  fi- 
nancial risks  through  its  own  earnings  year  after  year. 

Mr.  Chairman,  adequate  funding  for  these  agencies  is  clearly  a 
national  imperative  and  we  think  we  can  cite  a  case  and  example 
where,  in  fact,  those  type  of  investments  that  are  made  in  these 
three  agencies,  and  again,  we  emphasize  that  those  three  agen- 
cies— I  am  getting  a  little  reminder.  I  should  have  made  the  point 
as  well  as  what  CEE's  issue  was  relative  to  the  financing  of  TDA 
and  that  is  an  important  issue. 

I  think  we  discussed  TDA  and  its  importance  to  U.S.  exporters, 
currently  funded  at  $62  million.  We  think  its  demand  is  being  out- 
stripped; that  they  are  spending  one  dollar  for  every  three  that 
they  are  being  requested  to  expend.  We  think  there  is  ample  jus- 
tification to  support  $100  million  in  funding  for  CEE  in  the  next 
fiscal — CEE  is  suggesting  $100  million  for  the  next  fiscal  year  for 
TDA. 

Mr.  Chairman,  I  appreciate  the  opportunity  to  speak  on  behalf 
of  CEE  and  certainly  would  be  pleased  to  answer  any  questions 
that  you  may  have. 

[Mr.  Cox's  written  statement  follows:] 
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Mr.  Chairman  and  members  of  the  Subcommittee:  My  name  is  James  Cox,  and  I  am  Director,  Project 
Finance  for  Westinghouse  Electric  Corporation.  I  appreciate  this  opportunity  to  appear  before  the 
Subcommittee  on  behalf  of  the  Coalition  for  Employment  through  Exports  (CEE),  a  broad-based, 
coalition  of  U.S.  exporters,  labor  unions,  and  state  governors,  which  has  bipartisan  support.  The  CEE 
membership  list  is  attached. 

We  welcome  this  opportunity  to  discuss  international  competition  for  strategic  markets,  the  critical  role 
of  U.S.  export  finance  programs  in  helping  American  companies  compete  in  these  markets,  and,  most 
importantly,  FY  '96  funding  requirements  for  three  key  U.S.  export  finance  agencies:  the  Export- 
Import  Bank  of  the  U.S.  (Ex-Im  Bank),  the  Trade  and  Development  Agency  (TDA),  and  the  Overseas 
Private  Investment  Corporation  (OPIC). 
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International  Competition  in  Strategic  Markets 

Today,  American  companies  are  engaged  in  fierce  competition  with  Japanese  and  European  firms  in 
economic  battles  for  global  markets.  In  this  post-Cold  War  era,  unparalleled  economic  opportunities 
are  being  created  with  the  emergence  of  new  democracies  and  the  expansion  of  international  markets  in 
Central  and  Eastern  Europe,  the  Newly  Independent  States  (NIS)  of  the  former  Soviet  Union,  Asia,  and 
Latin  America. 

Our  greatest  export  potential  now  rests  in  these  developing  economies  which  represent  the  future  for 
U.S.  economic  and  job  growth.  Over  the  last  seven  years,  40  percent  of  U.S.  economic  growth  came 
from  exports.  These  critical  markets  will  grow  twice  as  fast  as  those  in  the  developed  world  over  the 
next  decade.  Infrastructure  needs  in  developing  countries  will  be  $1  trillion  over  the  next  five  years. 
Sales  growth  to  mature  markets  today  is  incremental.  In  sharp  contrast,  sales  growth  to  developing  markets 
is  exponential. 

Our  foreign  competitors  clearly  recognize  that  their  economic  survival  depends  upon  exporting  products 
and  services  to  these  strategic  markets.  Their  governments  are  fully  committed  to  providing  aggressive 
financing  support  to  their  exporters.  Tnese  countries  understand  that  exports  create  and  maintain  high 
wage  jobs  in  competitive  sectors  such  as  power  generation,  telecommunications,  environmental 
technology,  transportation,  and  information  technology. 

All  leading  industrial  countries  and  all  newly  industrialized  nations  now  provide  export  finance  programs 
for  their  exporters.  At  least  50  countries  have  such  facilities,  and  the  number  is  growing  yearly.  In 
particular,  the  Japanese  and  European  governments  offer  highly  subsidized  and  intensely  competitive 
financing  to  foreign  buyers  to  help  their  companies  win  contracts.  Chart  ff\  compares  export  finance 
support  as  a  percentage  of  national  exports  for  the  U.S.  and  six  industrialized  countries. 

U.S.  firms  compete  overseas  against  foreign  governments  that  provide  considerable  support  for  their 
exporters.     Often  government-supported  financing  becomes  the  determining  factor  in  winning 
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contracts.  Without  comparable  financial  support  from  the  U.S.  Government,  American  companies  will 
lose  key  markets  to  foreign  competitors  by  default.  The  strategic  objective  of  export  marketing  today  is 
to  gain  critical  marketshare  in  developing  countries.  In  this  difficult  process,  once  a  market  is  lost  to 
our  foreign  competition,  it  is  almost  impossible  to  regain  Speaking  for  my  company,  Westinghouse 
can  and  will  compete  against  foreign  competitors  based  on  price,  quality,  technology,  and  delivery. 
However,  we  should  not  be  expected  to  compete  alone  when  powerful  foreign  governments  are 
engaged  in  the  battle.  The  loss  of  these  exports,  and  follow-on  sales  for  spare  parts  and  services,  will 
have  devastating  consequences  for  the  United  States  economy  now  -  and  in  the  future.  The  U.S. 
cannot  afford  to  stand  by  and  allow  these  critical  export  sales  to  be  lost. 

With  the  growth  of  the  global  marketplace  in  the  1990's,  there  is  a  close  connection  between  our  export 
competitiveness  abroad  and  our  ability  to  compete  in  the  U.S.  domestic  market.  Our  competitors  now 
have  the  ability  to  challenge  us  in  our  own  backyard.  If  we  do  not  successfully  confront  our 
competition  in  export  markets,  we  will  lose  sales  -  not  only  overseas,  but  here  in  the  United  States 
as  well! 


Critical  Role  of  U.S.  Export  Finance  Programs 

Three  U.S.  Government  agencies  provide  export  financing  support  to  American  firms  facing  stiff 
foreign  competition.  The  agencies  have  unique  and  distinct  mandates-  and  their  programs 
complement  each  other  in  support  of  U.S.  exports  and  American  jobs.  Ex-lm  Bank,  TDA,  and  OPIC 
are  model  government  agencies:  lean,  well-managed,  cost  effective,  and  keenly  focused.  Their 
programs  are  critical  to  the  ability  of  American  companies  to  compete  fairly  in  global  markets.  Because 
of  the  success  of  the  Trade  Promotion  Coordinating  Committee's  efforts  in  recent  years,  these 
independent  agencies  are  working  together  efficiently,  as  a  well-coordinated  export  finance  team. 

Ex-lm  Bank:  As  the  lender  of  last  resort,  the  Bank  supports  only  those  export  transactions  that 
would  not  go  forward  without  its  assistance.  Ex-lm  Bank  loans  and  guarantees  of  loans  are  provided 
to  foreign  buyers  to  facilitate  U.S.  exports.  The  Bank's  mission  is  to  act  only  when  necessary  to  help  U.S. 
companies  capture  marketshare  in  high  potential  markets.  Alan  Mendelowitz  of  the  General  Accounting 
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Office  (GAO)  said  in  a  January  7,  1995  National  Journal  article  that  Ex-Im  Bank  is  "doing  what  a 
government  export  agency  should  do,  playing  where  there  is  market  failure."  The  Bank  provides 
financial  support: 

■  When  foreign  governments  offer  subsidized  financing  to  their  exporters. 

■  When  commercial  banks  or  other  private  lenders  are  unable  to  provide  financing  for 
exports,  especially  in  new  and  expanding  higher  risk  markets. 

■  When  smaller  companies  are  unable  to  find  banks  willing  to  work  with  them  in  export 
transactions. 

Let  me  give  an  example  of  how  crucial  Ex-Im  Bank's  support  was  for  a  Westinghouse  project  in  the 
privatized  power  market  in  Argentina.  Without  the  Bank's  involvement,  we  would  not  have  been  able 
to  put  together  a  complex  financing  package  with  the  participation  of  a  major  U.S.  commercial  bank. 
This  resulted  in  the  successful  completion  of  the  first  phase  of  the  project  and  led  to  two  additional 
phases,  thus  expanding  the  reach  of  the  Westinghouse  technology  in  this  growing  market  in 
Argentina. 

Westinghouse  power  generation  manufacturing  facilities  throughout  the  U.S.  support  a  large  number  of 
high-quality  engineering  and  manufacturing  jobs  which  would  be  threatened  by  the  subsidies  of 
foreign  governments  supporting  their  own  exporters.  These  are  high-productivity  state-of-the-art 
facilities  located  in  Pennsylvania,  Florida,  North  Carolina,  South  Carolina,  Alabama,  and  other  states. 
Their  products  are  high-quality  and  competitive.  Their  future  can  only  be  jeopardized  by  the  distortive 
market  practices  of  the  governments  of  our  foreign  competitors. 

Trade  and  Development  Agency:  TDA's  prime  focus  is  U.S.  exports  -  linking  American 
exporters  to  host  governments  in  developing  and  middle  income  countries  that  are  the  fastest  growing 
export  markets.  The  agency's  support  is  likely  to  be  a  major  influence  in  the  selection  of  a  U.S.  firm 
to  design  and  construct  projects  and  supply  equipment.  Through  funding  of  feasibility  studies,  reverse 
trade  missions,  training  grants,  and  various  forms  of  technical  assistance,  TDA  introduces  U.S. 
technology  to  emerging  markets  at  a  very  early  stage  in  the  development  of  major  international 
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projects  in  sectors  such  as  agriculture,  aviation,  energy,  environment,  health  care,  manufacturing,  mining 
and  minerals  development,  telecommunications,  transportation  and  water  resources. 

Our  foreign  competitors  understand  that  gaining  an  early  foothold  in  growing  markets  is  crucial.  These 
competitors,  particularly  Japan,  provide  considerably  more  support  for  feasibility  studies  than  the  U.S. 
As  shown  on  Chart  #2,  Japanese  funding  in  1992  was  almost  10  times  higher  than  the  United  States. 

The  following  is  an  example  of  the  importance  of  TDA  participation  in  a  project  in  Poland. 
Westinghouse  has  been  very  active  in  Central  and  Eastern  Europe  and  in  the  NIS  in  power  generation, 
nuclear  plant  safety,  air  traffic  control,  and  transport  refrigeration.  Prior  to  our  direct  participation  in 
the  power  plant  modernization  program  in  Poland,  Westinghouse  took  the  lead  in  a  major  study  of  Soviet- 
designed  200MW  turbine  generators  installed  in  Poland's  power  plants.  In  tough  competition  against 
its  German  competitor,  Westinghouse  was  chosen  to  perform  the  feasibility  study,  provided  that  the 
U.S.  Government,  through  TDA,  support  the  study  with  adequate  funding. 

In  considering  the  Polish  request,  TDA  closely  scrutinized  the  scope  of  the  Westinghouse  proposal.  We 
had  to  supply  extensive  information  and  analysis  about  the  U.S.  export  potential  that  would  result  from 
the  study  and  the  financing  available  for  these  follow-on  exports.  In  the  end,  TDA  agreed  to  support  the 
Polish  request  with  the  condition  that  Westinghouse  agree  to  a  cost-sharing  arrangement.  As  a  direct 
result  of  the  study,  Westinghouse  and  its  suppliers  and  subcontractors  have  been  active  participants  in  the 
Polish  power  sector  modernization  program. 

Overseas  Private  Investment  Corporation:  OPIC  has  a  special  role  in  supporting  and 
encouraging  U.S.  investments  in  the  private  sectors  of  major  overseas  markets.  The  agency  provides 
political  risk  insurance  and  financing  (through  loans  and  guarantees)  for  U.S.  private  sector  investments, 
and  thus  offers  risk  mitigation  that  is  not  available  in  the  private  market.  This  helps  American 
exporters  by  leveling  the  playing  field  in  higher  risk  markets.  The  role  that  OPIC  plays  is  especially 
important  with  the  breakup  of  the  former  Soviet  Union  and  the  worldwide  abandonment  of  centrally- 
planned  economic  structures.  Strong  demand  for  OPIC  financing  is  expected  to  continue  as  governments 
continue  to  privatize  their  industries  in  the  energy,  transportation,  and  telecommunications  sectors. 
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Dramatic  increases  are  projected  in  developing  countries  for  the  expansion  and  upgrade  of  then- 
infrastructure  needs.  The  World  Bank  estimates  that  more  than  $200  billion  per  year  will  be  required 
during  the  1990's  to  upgrade  the  infrastructure  needs  of  developing  countries.  As  infrastructure  sectors 
are  privatized  in  emerging  markets,  OPIC's  programs  will  play  a  key  role  in  positioning  U.S. 
exporters  in  these  markets.  The  agency's  support  for  growing  private  sector  investments,  and  the  strong 
export  trend  they  support,  is  an  important  source  of  U.S.  exports  and  job  creation  in  the  United  States. 
OPIC's  investment  missions  also  provide  American  firms  with  strategic  networking  opportunities  leading 
to  important  long-term  relationships. 


FY  '96  Market  Demand  Estimates  for  Export  Finance  Programs 

CEE  estimates  record  demand  in  FY  '96  for  programs  offered  by  the  Ex-Im  Bank,  TDA,  and  OPIC. 
Based  on  our  market  demand  estimates,  these  agencies  could  support  a  combined  total  of  more  than 
$26  billion  in  exports  next  year.  This  would  translate  into  support  for  about  500,000  American  jobs, 

based  on  the  U.S.  Department  of  Commerce's  estimates  that  each  $1  billion  in  exports  results  in 
19,100  American  jobs.  Export-related  jobs  are  often  high-wage,  high-productivity  jobs  that  pay  an 
average  of  13  percent  more  than  the  national  average  wage  rates,  according  to  U.S.  Government 
estimates.  Furthermore,  exports  generate  federal,  state,  and  local  tax  revenues.  For  each  capital  goods 
project,  U.S.  follow -on  sales  average  10-15  percent  of  the  original  export  value  per  year  over  the  next 
15  to  20  years  (according  to  the  National  Association  of  Manufacturers).  These  follow-on  sales  typically 
do  not  require  government-supported  financing. 

Sufficient  funding  for  Ex-Im  Bank,  TDA,  and  OPIC  is  absolutely  crucial  to  enable  American  exporters 
to  compete  fairly  in  overseas  markets  against  Japanese  and  European  competitors.  The  Coalition 
recognizes  that  Congress  must  make  difficult  choices  this  year  in  efforts  to  reduce  the  federal  deficit  and 
reorder  spending  priorities.  However,  we  urge  you  to  consider  that  these  programs,  and  the  exports  they 
support,  are  essential  investments  in  our  nation's  economic  future. 

Ex-Im  Bank:  Market  demand  for  Ex-Im  Bank  financing  is  soaring  to  record  levels,  as  international 
markets  expand  and  U.S.  manufacturing  and  services  exports  continue  to  grow  at  a  dramatic  pace  (see 
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Chart  #3.)  Also,  the  recent  worldwide  trend  in  developing  countries  toward  project  finance  transactions 
for  large  infrastructure  projects  is  expected  to  continue  into  the  next  century,  requiring  additional  financial 
support. 

In  the  last  fiscal  year,  Ex-Im  Bank  supported  more  than  $15  billion  in  exports.  This  year,  CEE  expects 
Ex-Im  Bank's  budget  authority  of  $786.5  million  to  support  a  record  level  of  about  $18  billion  in 
authorizations. 

■  FY  '96  Estimate:    CEE  estimates  market  demand  for  Ex-Im  Bank  in  FY  '96  at  $21  billion, 

requiring  $850  million  in  budget  authority.  This  funding  level  means  about  400,000  jobs  here 
in  the  United  States  (see  #Chart  4). 


Trade  and  Development  Agency:  TDA  continues  to  be  significantly  underfunded  -  with  demand 
outstripping  current  resources  by  more  than  three-to-one.  This  funding  shortage  severely  limits 
TDA's  activities  in  comparison  with  those  of  similar  agencies  in  Europe  -  and,  in  particular,  Japan. 
Without  additional  funding,  TDA  is  not  able  to  move  forward  on  architectural  and  engineering  design 
services  and  other  technical  assistance  for  project  related  activities  (authorized  by  Congress  in  the  Jobs 
through  Exports  Act  of  1992).  In  the  current  fiscal  year  (FY  '95),  TDA  is  funded  at  $62  million  - 
$45  million  for  core  programs  and  a  transfer  of  $17  million  for  the  Newly  Independent  States. 

■  FY  '96  Estimate:  To  meet  anticipated  demand,  CEE  estimates  that  TDA  will  need  a  minimum 

of  $100  million. 


Overseas  Private  Investment  Corporation:  The  need  for  OPIC  support  is  growing  dramatically 
as  U.S.  business  responds  to  the  new  private  sector  opportunities  in  developing  country  markets.  In 
recent  years,  the  agency  has  had  unprecedented  loan  requests,  due  primarily  to  its  increased  focus  on 
larger  infrastructure  projects  and  the  increase  in  its  per  project  limitations  from  $50  million  to 
$200  million.  In  the  last  fiscal  year,  OPIC  ran  out  of  funding  after  the  first  nine  months  due  to  heavy 
demand.  This  year,  CEE  expects  OPIC  to  finance  approximately  $3  billion  in  investments  through  its 
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finance  program  -  with  a  budget  limitation  of  $34  million  for  core  programs  and  a  transfer  of  $57  million 
for  NIS  programs  (see  Chart  #5). 

■  FY  '96  Estimate:  CEE  estimates  OPIC  demand  at  close  to  $4.3  billion,  requiring  $110  million 

for  core  programs  and  $45  million  for  the  NIS. 

It  should  be  noted  that  OPIC's  budget  is  different  from  other  U.S.  government  agencies,  since  it  operates 
as  a  self-sustaining  institution  at  no  net  cost  to  the  taxpayer  and  as  a  revenue  producing  operation. 
The  agency  has  returned  a  dividend  to  the  U.S.  Treasury  equal  to  all  of  the  appropriations  it  has  received 
since  it  was  established  in  1971.  OPIC's  income  helps  to  offset  the  expenses  of  other  international 
programs.  The  agency  covers  its  expenses  and  sets  reserves  for  its  insurance  and  financial  risks 
through  its  own  earnings  year  after  year.  OPIC,  which  has  reserves  of  $2.4  billion,  had  a  net  income 
of  $167  million  in  FY  '94. 


In  conclusion,  for  many  years,  Congress  has  recognized  the  critical  importance  to  the  American 
economy  of  meeting  foreign  competition  head-on  by  expanding  export  sales  to  foreign  markets.  The 
United  States  stands  to  gain  substantially  through  continued  support  for  exports  through  the  programs 
of  Ex-Im  Bank,  TDA,  and  OPIC.  Adequate  funding  for  these  agencies  is  badly  needed  to  help  level  the 
playing  field  between  American  businesses  and  our  foreign  competitors  in  the  worldwide  battle  for 
strategic  export  markets.  The  United  States  must  not  retreat  now! 

Mr.  Chairman,  thank  you  for  the  opportunity  to  testify  before  you  and  the  Subcommittee  today  on  these 
important  competitiveness  issues.  We  look  forward  to  working  with  you  in  the  future. 


Attachments: 

CEE  Membership  List 

Chart  #1 :   Export  Finance  as  Percentage  of  National  Exports 

Chart  #2:  Government  Funding  for  Feasibility  Studies 

Chart  #3:   Ex-Im  Bank  Programs 

Chart  (C4:   U.S.  Employment  Estimates  (Based  on  Ex-Im  Bank  Lending) 

Chart  #5:   OPIC  Finance  Programs 
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Coalition  for  Employment  through  Exports  (CEE) 
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United  Steel  Workers  of  America 
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Mike  Lowry,  Governor  of  Washington 

Marc  Racicot,  Govenor  of  Montana 
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George  V.  Voinovich,  Governor  of  Ohio 
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Mr.  Callahan.  Thank  you,  Mr.  Kostal. 

Mr.  Kostal's  Opening  Statement 

Mr.  KOSTAL.  Mr.  Chairman,  my  name  is  Kenneth  Kostal.  I  am 
the  President  of  Sargent  &  Lundy,  Asia  and  owner  of  Sargent  & 
Lundy  LLC.  We  are  a  traditional  consulting  engineering  firm  lo- 
cated in  Chicago,  Illinois.  I  am  here  on  behalf  of  my  1,500  employ- 
ees and  the  American  Consulting  Engineering  Council,  and  I  want 
to  thank  you  for  the  opportunity  to  participate  in  this  hearing. 

I  would  like  to  just  explain  for  a  moment  why  the  American  Con- 
sulting Engineering  Council  is  representative  of  small  business. 
There  are  5,000  private  companies  and  consulting  engineering 
firms  that  are  members  of  this  Council.  We  perform  consulting,  en- 
gineering services  worldwide  that  represent  about  $100  billion  in 
design  that  turn  into  constructive  projects,  of  which  equipment 
from  the  United  States  is  purchased  to  support  the  implementation 
of  those  overseas  projects. 

I  would  like  to  give  you  my  view  as  a  small  businessman  on  the 
three  agencies  of  the  government  that  help  us  to  be  competitive 
worldwide. 

We  have  been  in  the  international  market  for  about  70  years.  We 
have  a  100-and-something-year-old  firm,  but  as  small  businesses, 
TDA  provides  an  essential  ingredient  in  allowing  us  to  win  those 
up  front  service  contracts  which  then  lead  to  the  bigger  projects  in 
the  future,  which  then  lead  to  the  volume  in  exports  that  our  ear- 
lier panelists  talked  about  in  terms  of  equipment  supplied  over- 
seas. So  I  look  at  us  as  kind  of  the  "wedge"  that  opens  the  door 
a  little  bit. 

We  still  have  to  provide  value  and  we  still  have  to  be  competitive 
in  the  world  marketplace.  We,  as  small  businesses,  are  teaming  to- 
gether more  and  more  to  be  competitive  worldwide.  So  you  see  the 
designer,  you  see  the  engineer,  the  constructor  and  you  see  the 
vendors  all  teaming  together  to  win  international  projects. 

The  other  ingredient  that  is  absolutely  essential  is  that  of  the 
U.S.  Government  through  TDA,  through  OPIC  and  through  Exim. 
TDA  allows  consultants  to  get  the  up-front  projects,  which  allows 
us  to  create  the  relationships,  which  allows  us  to  help  develop  the 
specifications  that  go  out  for  bid  and  tender  documents  for  the  fu- 
ture larger  contracts. 

OPIC  allows  firms  like  us  to  obtain  risk  insurance  for  ventures 
in  countries  that  are  less  stable  than  the  U.S.,  and  Exim  allows  us 
to  obtain  financing  for  those  portions  of  the  projects  that  we,  as 
consultants,  are  responsible  for. 

I  would  like  to  just  share  with  you  one  example  of  our  experience 
in  China,  and  it  is  in  my  testimony.  It  happens  to  do  with  a  project 
that  we  were  awarded  back  in  1987  on  a  2600-megawatt  coal-fired 
plant  that  was  built  in  Shanghai. 

At  the  time  of  that  award,  we  were  responsible  for  obtaining  the 
financing.  Eximbank  was  instrumental  in  helping  us  obtain  that  fi- 
nancing, not  only  through  them,  but  also  through  the  other  multi- 
lateral banks  that  supported  that  financing  package. 

TDA. 

Mr.  Wilson.  What  was  the  project  again? 
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Mr.  KOSTAL.  It  was  called  Shidongkou  and  it  is  a  coal-fired  power 
plant  that  was  built  in  Shanghai  back  in  1987  through  1991. 

Mr.  Wilson.  Thank  you. 

Mr.  KOSTAL.  Subsequently  to  that,  we  have  been  awarded  10 
power  plants  in  China  through  the  public  sector,  not  the  private 
sector,  because  there  is  only  one  private  sector  project  so  far  that 
has  been  authorized  in  China  and  that  has  not  gone  to  a  U.S.  firm. 
That  is  presently  being  built. 

All  the  rest  are  sort  of  in  the  coop  so  to  speak  for  award.  We 
have  been  working  in  China  for  12  years.  We  are  responsible  for 
buying  this  year  alone  $2  billion  worth  of  exported  equipment. 

This  recent  example  that  I  gave,  that  contract  was  worth  close 
to  $300  billion,  of  which  200  something  million  dollars  were  sup- 
plied through  U.S.  companies.  Over  50  contracts  out  of  the  70  total 
contracts  were  awarded  to  U.S.  companies. 

Now,  as  a  follow  on  to  that  project,  we  talk  about  how  one  little 
project  opens  the  door  for  the  next — we  received  a  Christmas 
present  last  year  from  the  same  Huaneng  International  Company 
that  we  performed  the  Shidongkou  project  for  two  additional  units, 
two  different  stations,  four  units  for  $600  million,  of  which  Exim 
has  recently  authorized  and  helped  us  develop  the  finance  package 
for  that  project.  That  is  over  $500  million  for  that  project.  An  equal 
portion  of  the  exported  equipment  will  come  from  the  United  States 
as  did  the  previous  project.  So  as  you  can  see  those  relationships 
of  the  past  are  absolutely  essential  to  us  winning  in  the  future. 

Today,  we  have  won  more  projects  in  China  than  anybody,  but 
we  have  been  there  for  12  years.  So  you  have  to  pay  your  dues,  I 
guess  that  is  the  way  I  would  put  it.  So  agencies  like  TDA  have 
helped  us  become  competitive  in  emerging  markets  like  China  be- 
cause they  provided  us  initially  with  a  $750,000  grant  to  train  the 
Chinese  on  the  Shidongkou  project. 

So  if  you  want  to  talk  about  leverage,  that  750  thousand  dollars 
was  turned  into  over  $350  million  worth  of  contracts  of  which  over 
$200  million  was  in  exported  services  from  the  U.S..  That  is  a  fair- 
ly good  return  on  a  U.S.  investment.  In  addition,  it  has  allowed  us 
to  win  this  recent  project.  So  from  a  small  businessman's  point  of 
view,  we  need  the  support  of  these  three  organizations  for  us  to  be 
competitive. 

There  is  no  question  in  my  mind  that  we  have  no  better  engi- 
neering talent  anywhere  in  the  world  than  we  have  in  the  U.S.  We 
certainly  have  the  preferred  product.  We  just  have  to  have  a  level 
playing  field  to  compete  and  we  are  happy  to  compete  because 
value  and  price  is  what  it  is  all  about. 

Those  are  my  remarks  and  I  would  be  happy  to  answer  any  ques- 
tions you  have. 

[The  statement  of  Mr.  Kostal  follows:] 
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Testimony  of  Kenneth  T.  Kostal 

President,  Sargent  &  Lundy,  Asia 

Thursday,  March  23, 1995 


INTRODUCTION 

My  name  is  Kenneth  Kostal,  President  of  Sargent  &  Lundy  Asia  and  officer  and  owner  of 
Sargent  &  Lundy,  a  traditional  consulting  engineering  firm  headquartered  in  Chicago, 
Illinois.  I  am  here  today  representing  the  1500  employees  of  Sargent  &  Lundy  as  well  as 
the  American  Consulting  Engineers  Council  (ACEC)  and  would  like  to  thank  members  of 
the  subcommittee  for  the  opportunity  to  speak  on  behalf  of  the  desperate  need  for  a  more 
competitive  philosophy  or  partnership  between  the  private  sector  and  the  U.S.  government. 

Sargent  &  Lundy  is  just  one  of  the  5000  private  practice,  consulting  engineering  firms,  from 
52  state  and  regional  organizations  that  comprise  ACEC.  Together  our  firms  employ  over 
190,000  engineers,  scientists,  land  surveyors,  technicians  and  other  support  personnel  who 
annually  design  over  $100  billion  in  constructed  works  and  private  industry  facilities.  With 
the  architects,  constructors  and  contractors,  we  account  for  approximately  15%  of  the  United 
States'  Gross  National  Product  (GNP).  Mr.  Chairman,  please  allow  me  to  point  out  that 
although  my  firm  is  one  of  the  largest  members  of  the  council,  75%  of  ACEC's 
membership  employ  30  people  or  LESS.  Although  we  are  considered  one  of  the  larger 
members,  if  you  combine  the  total  number  of  employees  from  the  4  largest  firms,  we  would 
still  be  smaller  than  one  division  of  General  Motors.  It  is,  as  a  smaller  U.S.  company,  that 
I  come  before  you  today  to  discuss  our  activities  in  the  international  marketplace,  and  the 
VITAL  role  that  export  oriented  programs  like  Trade  and  Development  Agency  (TDA)  and 
Export-Import  (EXJM)  Bank  have  played  in  helping  us  to  be  successful. 

CONSULTING  ENGINEERS 

Consulting  engineers  plan,  design,  modify,  rehabilitate  or  operate  public  and  private 
infrastructure  facilities  in  the  fields  of  transportation,  water  and  waste  water  treatment, 
urban  development,  power,  energy,  environmental  remediation,  structural  and 
telecommunications.  As  catalysts  in  the  problem  solving  process,  consulting  engineers  lead 
teams  of  multidisciplined  professionals  on  complex  technical  projects.  They  also  serve  as 
expert  advisors  to  federal,  state  or  local  government  agencies  as  well  as  to  private 
businesses,   industries  and  developers. 

Consulting  engineers  are  typically  hired  to  carry  out  feasibility  studies,  prepare  conceptual 
designs,  tender  documents,  implement  project  analysis  and  make  appropriate  contract  award 
recommendations  to  their  clients  for  construction  and  equipment  supplier  contracts,  in 
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addition  to  supervising  the  construction  phase  of  the  projects  as  well.  Where  in  the  past  we 
have  provided  strictly  technical  services  to  our  clients,  the  changing  nature  of  the 
international  markets,  as  well  as  the  needs  of  our  clients  have  moved  us  into  significant, 
non-technical  areas.  Today,  we  are  often  asked  to  provide  investment  analyses,  project 
financing  strategies,  management  consulting  and  privatization  implementation  strategies  to 
many  of  our  clients.  For  many  ACEC  members,  including  Sargent  &  Lundy,  we  are  now, 
more  often  than  not,  requested  to  arrange  the  project  financing  on  behalf  of  the  client  In 
some  cases,  the  client  has  requested  that  we  take  an  equity  position  in  a  project  under 
development,  in  order  to  show  our  "commitment"  to  the  project's  success. 


CONSULTING  ENGINEERS  AND  THE  EXPORT  PROCESS 

ACECs  member  firms  have  worked  in  overseas  markets  for  decades  and  penetrated 
markets  for  U.S.  goods  and  services  providers  in  over  168  countries.  U.S.  engineers  have 
conducted  feasibility  studies,  design  and  supervision  of  construction  for  water  and  sewerage 
systems,  power  plants,  roads,  bridges,  sea  ports  and  airports  as  well  as  other  infrastructure 
facilities  in  those  markets. 

The  engineering  community  plays  a  significant  role  in  increasing  the  volume  of  U.S.  exports 
around  the  world.  Engineering  services  are  the  "opening  wedge"  of  the  entire  export 
process,  and  are  the  key  in  reducing  the  U.S.  trade  imbalance.  Currently,  overseas  capital 
accounts  for  over  $47  billion  in  U.S.  export  opportunities,  ranging  from  construction 
materials  and  equipment  to  follow-on  training,  operations  and  maintenance.  These  export 
opportunities  are  made  possible  by  the  studies  and  designs  of  consulting  engineers  on  major 
overseas  infrastructure  projects.  Consulting  engineers  are  responsible  for  developing  the 
technical  specifications  of  a  project.  As  a  result,  suppliers  and  manufacturers  of  materials, 
goods  and  other  support  equipment  used  in  the  construction  of  those  facilities  become 
competitively  positioned  for  the  export  opportunities.  This  is  as  a  result  of  the  preliminary 
engineering  and  design  phase  of  that  project.  The  fact  is  that  when  the  client  commits  to 
the  feasibility  study,  often  they  are  making  the  commitment  to  use  U.S.  technology  and 
services  on  that  project. 

Our  international  competition  is  well  aware  of  the  "opening  wedge"  relationship  between 
engineering  services  and  how  they  relate  to  follow-on  exports.  The  Canadians,  Japanese, 
Germans  and  French  among  others,  have  stepped  up  the  support  that  they  are  providing  to 
their  firms  competing  for  infrastructure  projects.  As  a  result,  we  have  seen  a  significant 
decline  in  U.S.  market  share  of  the  international  construction  market.  1994  Department  of 
Commerce  statistics  show  that  since  1991,  U.S.  firms  have  only  increased  their  foreign 
billings  by  only  2%.  European  companies,  in  comparison  have  increased  their  foreign 
billings  by  7-8%  in  the  same  period.  International  competition  is  so  strong  that  it  is  driving 
U.S.  engineers,  contractors  and  suppliers  to  cooperate  and  work  together  more  than  they 
have  ever  done  in  past. 
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TRADE  FACILITATORS:   TDA\EXIM\OPIC 

Competition  in  global  markets  often  puts  consulting  engineers  toe-to-toe  with  foreign 
companies  that  are  strongly  supported  by  their  governments.  In  this  environment,  some  U.S. 
government  programs  stand  out  for  the  support  they  provide  to  level  the  playing  field"  in 
order  that  U.S.  companies  can  effectively  compete  against  foreign  firms.  Without  this 
support,  countless  projects  and  business  opportunities  would  be  lost  to  U.S.  companies. 
Programs  vital  to  the  continued  competitiveness  of  our  industry  are  the  U.S.  TDA,  the 
EXIM  Bank  and  the  Overseas  Private  Investment  Corporations  (OPIC).  Export  finance  on 
terms  comparable  to  that  provided  to  our  competitors  is  essential  to  being  fully  competitive. 

A  U.S.  Trade  and  Development  Agency 

The  main  objective  of  the  U.S.  TDA  is  to  assist  U.S.  companies  to  obtain  overseas  projects 
by  financing  feasibility  studies  in  foreign  countries.  TDA  offers  grant  feasibility  studies  to 
foreign  governments  based  on  the  premise  that  a  U.S.  firm  will  be  chosen  for  the  project. 
By  funding  the  feasibility  study,  TDA  uniquely  positions  U.S.  companies  by  getting  them  in 
on  the  early  stages  of  project  preparation  and  enables  those  firms  to  establish  the  necessary 
ties  with  the  ministries  that  have  the  oversight  responsibility  on  infrastructure  projects.  TDA 
thus  sets  the  stage  for  U.S.  companies  to  capture  the  contracts  for  project  design, 
construction,  and  equipment  supply. 

TDA  uses  several  factors  to  assess  its  participation  on  projects.  They  are:  development 
priority,  U.S.  export  potential,  project  financing  availability,  and,  nature  and  strength  of 
potential  foreign  competition.  Due  to  its  limited  budget,  TDA  is  forced  to  carefully 
scrutinized  the  viability  of  overseas  projects  in  order  that  they  meet  the  litmus  test  of  the 
aforementioned  criteria.  Often  they  have  to  turn  down  potential  projects  because  of  the 
lack  of  budget.  TDA  has  been  able  to  make  the  greatest  possible  impact  in  helping  U.S. 
companies  not  only  win  these  development  overseas  projects,  but  also  influence  the  quantity 
of  U.S.  exports  as  well.  Countries  must  prove  that  there  is  at  least  a  100%  return  on 
investment  in  the  form  of  the  sale  of  follow-up  good  and  equipment. 

There  has  been  considerable  debate  over  the  effectiveness  of  TDA  and  the  possibility  of 
turning  TDA's  grant  program  into  a  revolving  fund.  While  on  the  surface  this  may  be  an 
effective  approach  to  leveraging  TDA's  budget,  it  will  cause  a  breakdown  in  the  "opening 
wedge"  process  that  has  been  so  effective.  Consulting  engineers  assume  considerable  risk 
by  competing  for  feasibility  studies.  Even  if  they  are  selected  to  complete  the  study,  which 
represents  1-2%  of  the  total  value  of  a  potential  project,  there  is  no  guarantee,  in  today's 
market,  that  the  project  will  be  funded,  and  that  the  U.S.  engineer  will  be  selected  to 
participate  in  the  implementation  of  the  project.  We  as  an  industry  simply  can  not  afford 
to  put  up  required  capital,  on  our  own,  to  develop  these  projects.  As  I  indicated  earlier,  in 
my  testimony,  we  serve  as  the  opening  wedge  for  the  export  of  U.S.  equipment  and  services, 
it  is  unrealistic  to  expect  that  we  carry  the  total  risk  on  behalf  of  the  rest  of  the 
environmental  and  infrastructure  industry.  We  receive  nowhere  near  the  return  on 
investment  that  the  large  equipment  suppliers  and  construction  companies  receive. 
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B.  U.S.  Export-Import  Bank  (EXJM) 

U.S.  EXIM  Bank  provides  project  guarantee  funding  which  enables  U.S.  banks  to  make  the 
loans  necessary  to  implement  overseas  projects.  Guarantees  of  commercial  loans  to 
overseas  buyers  make  entering  volatile  international  markets  less  threatening  for  U.S. 
businesses  and  investors  alike. 

EXIM  Bank  also  allocates  funds  to  foreign  buyers  who  are  unable  to  obtain  private 
financing,  provided  U.S.  goods  and  services  are  procured  as  a  result  of  that  borrowing.  This 
tied  aid/credit  issue  is  especially  noteworthy  because  it  ensures  that  access  to  working 
capital  is  dependent  upon  the  sale  and  export  of  U.S.  services,  supplies  and  equipment  to 
ensure  project  implementation.  In  the  electrical  power  sector  alone,  U.S.  competition  for 
projects  totalling  billions  of  dollars  are  dependent  on  the  guarantees  provided  by  Exim  Bank 
funds.  When  a  U.S.  consulting  engineer  wins  a  contract  in  which  Exim  Bank  funds  are  used 
by  the  foreign  government,  it  means  that  jobs  will  be  created  for  the  firm  that  manages  the 
construction,  for  the  contractor  that  constructs  the  infrastructure  and,  for  the  manufacturer 
that  constructs  the  turbines  which  generate  the  electricity. 

The  knowledge  and  experience  of  EXIM  Bank  staff  is  an  essential  resource  for  any  small 
or  inexperienced  firm  faced  with  the  often  overwhelming  task  of  understanding  the  elements 
of  project  financing  for  a  project  Sargent  &  Lundy  recently  had  the  opportunity  to  work 
with  EXIM  Bank  staff  to  arrange  the  financing  for  a  $600  million  project  in  China.  EXIM 
Bank  was  right  there  beside  us,  as  a  partner,  if  you  will,  all  through  the  competition  and 
negotiations.  We  believe  their  support  made  it  possible  for  Sargent  &  Lund/s  ultimate 
success. 

C.  The  Overseas  Private  Investment  Corporation  (OPIC) 

OPIC  also  has  an  important  role  in  supporting  U.S.  exports,  by  assisting  in  the  identification 
and  participation  of  private  U.S.  capital  and  skills  in  emerging  markets.  OPIC  accomplishes 
this  goal  by  offering  political  risk  insurance  to  U.S.  companies  that  seek  to  invest  in  overseas 
ventures  or  expand  their  existing  enterprises  in  those  markets.  Such  coverage  reduces  U.S. 
exporters'  risk  of  over  exposure  in  volatile  foreign  markets. 

This  type  of  insurance  is  especially  critical  to  small  and  medium  sized  U.S.  businesses  like 
consulting  engineers,  who  are  often  asked  to  provide  equity  as  a  requirement  to  their 
participate  in  a  project.  OPICs  involvement  means  that  small  and  large  companies  alike 
manage  the  significant  risks  associated  with  political  instability,  currency  devaluation, 
unresolved  contract  disputes  all  associated  with  doing  business  in  the  developing  world.  I 
only  need  to  bring  to  your  attention  the  current  status  of  the  Mexican  market  to  show  the 
impact  that  risk  can  have  on  our  own  firms.  By  offering  programs  that  protect  U.S.  firms 
when  they  venture  into  overseas  markets,  OPIC  fosters  U.S.  exports  and  stimulates 
international  market  activity. 


HOW  U.S.  PROGRAMS  SUPPORT  EXPORTS 
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In  order  for  us  to  meet  the  competitive  challenges  that  our  major  industrialized  trading 
partners  have  placed  before  us,  we  must  recognize  that  each  of  these  programs  uniquely 
plays  a  critical  role  in  the  overall  export  process.  Each  facet  plays  an  integral  role  in 
facilitating  increased  trade  for  U.S.  firms.  Yet,  perhaps  their  greatest  strength  lies  in  their 
most  obvious  weakness.  All  three  agencies  operate  independently  of  one  another;  all  three 
have  their  separate  budgets,  mandates  and  objectives  to  fulfill  and  they  each  facilitate 
exports  in  different  ways.  It  is,  however,  precisely  the  independent  manner  in  which  all 
three  operate  which  make  them  both  extremely  successful  agencies  that  champion  U.S. 
business  interests  in  overseas  markets. 

Collectively,  these  organizations  provide  the  framework  which  enables  U.S.  companies  to 
successfully  compete  for  international  projects.  Funding  for  them  have  directly  led  to  job 
creation  and  an  expanded  share  of  the  global  market  for  the  U.S.  Furthermore,  they  are 
all  connected  to  other  "links"  in  the  chain  of  international  project  financing.  Quite  often, 
the  World  Bank,  International  Finance  Corporation,  Commercial  Banks  and  other  export 
credit  agencies  work  with  the  U.S.  agencies  to  provide  financing  for  a  project.  Cutting  TDA, 
EXIM  Bank  or  OPIC's  budget  or  consolidating  them  will  dilute  their  effectiveness  and 
creating  a  weak  "link"  in  the  financing  chain.  Consequently,  countries  will  look  towards  more 
competitive  foreign  export  credit  programs  to  provide  financing  for  projects.  The  level  of 
exports  that  consulting  engineers  are  able  to  generate,  will  go  to  other  countries. 

One  of  the  greatest  strengths  of  an  independent  TDA  is  that,  in  determining  whether  it  will 
fund  a  feasibility  study,  it  assimilates  into  its  criteria  the  availability  of  follow-on  project 
financing.  Perhaps  most  important  is  that  TDA  in  positioning  a  U.S.  firm  to  win  a 
feasibility  study,  also  assists  firms  in  accessing  follow-on  project  financing  in  other  important 
international  institutions  such  as  the  Multilateral  Development  Banks  (MDB's).  Thus,  TDA 
flexibility  currently  allows  U.S.  firms  to  procure  projects  through  a  variety  of  different 
sources  other  than  EXIM  Bank. 


LEVERAGING  OTHER  MARKETS 

The  MDB's  include  the  World  Bank  and  four  regional  development  banks:  the  Asian 
Development  Bank  (ADB);  the  InterAmerican  Development  Bank  (IDB);  the  European 
Bank  for  Reconstruction  and  Development  (EBRD),  and;  the  African  Development  Bank 
(AfDB).  Together,  they  lend  between  $40-50  billion  dollars  annually  to  over  135  developing 
and  newly-industrializing  countries,  thereby  creating  additional  overseas  markets  for  U.S. 
goods  and  services.  MDB's  finance  infrastructure  markets  for  engineers,  constructors  and 
architects  in  a  myriad  of  engineering  sectors. 

Yet,  competition  for  MDB  markets  has  increased  significantly  over  the  past  decade  due  to 
the  export  potential  that  the  MDB's  provide  for  a  wide  range  of  goods  and  services.  Donor 
countries  clearly  understand  how  these  banks'  markets  act  as  catalysts  to  the  export  of  goods 
and  services.  The  Japanese  government,  for  example,  has  created  a  number  of  grant  trust 
funds  to  pay  for  Japanese  consultants  to  conduct  feasibility  studies  on  potential  MDB  funded 
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projects.  While  privatization  and  increased  private  investment  in  infrastructure  has  become 
a  trend  in  significant  markets  such  as  Asia  and  Latin  America,  the  majority  of  the 
infrastructure  projects  overseas  remain  funded  through  the  traditional  MDB  financing  and 
bilateral  aid.  TDA's  programs  are  often  the  only  opportunity  to  not  just  create  a  level 
playing  field  for  U.S.  firms,  but  tip  it  a  little  in  our  direction.  Many  U.S.  consulting 
engineers  have  conducted  TDA  financed  feasibility  studies  that  have  lead  to  the  award  of 
MDB  financed  projects  to  those  firms,  and  in  many  cases,  a  long  and  prosperous 
relationship  between  the  grant  recipient  government  and  the  U.S.  consulting  engineer. 


Sargent  &  Lundy's  Specific  Experiences 

Approximately  10  years  ago,  Sargent  &  Lundy  was  approached  by  the  Chinese  government 
to  participate  in  the  development,  design  and  construction  of  a  large  1200MW  supercritical 
coal  fired  power  plant  located  at  the  Shidongkou  site  in  the  Huaneng  Province  in  China. 
Sargent  &  Lundy,  in  its  104  year  history  has  assisted  in  the  design  of  almost  800  electric 
power  plants  all  over  the  world.  However,  in  1987,  we  were  faced  with  competing  for  the 
1200  MW  project  at  Shidongkou,  against  significant  international  competition.  We  were 
shortlisted  for  the  project,  up  against  strong  and  well  positioned  international  competition 
and  needed  support  from  our  own  export  oriented  programs  to  succeed.  However,  the 
Trade  and  Development  Program  added,  at  the  last  minute,  a  small  grant  for  training,  to 
our  to  our  proposal  that  swung  the  award  to  Sargent  &  Lundy.  If  it  had  not  been  for  the 
TDA  grant,  used  to  train  Chinese  engineers  in  the  latest  power  plant  design  and 
development  technology,  the  project  would  have  been  awarded  to  a  foreign  firm. 

Additionally,  on  behalf  of  the  client,  the  Huaneng  International  Power  Development 
Corporation,  we  were  required  to  arrange  export  credit  financing  for  the  purchase  of  the 
necessary  equipment  to  construct  the  project.  EXIM  served  as  the  cornerstone  of  that 
financing  by  providing  the  necessary  loans  and  guarantees. 

The  Shidongkou  project  was  completed  and  commissioned  into  service  late  last  year.  The 
project  totalled  more  than  $367  million  in  value,  of  which  over  $235  million  went  to  U.S. 
firms.  Of  the  total  70  subcontracts  that  we  were  awarded  for  equipment  and  services  to 
build  the  plant,  50  of  those  contracts  went  to  U.S.  suppliers.  I  hope  you  will  agree,  that  is 
a  fantastic  return  on  the  $750,000  grant  that  TDA  provided  as  pan  of  our  proposal. 

The  support  that  we  received  from  TDA  and  EXIM  Bank  provided  the  foundation  for  the 
relationship  that  we  have  since  developed  with  the  Chinese  Ministry  of  Power.  Two  months 
ago,  a  consortium  lead  by  Sargent  &  Lundy  was  awarded  a  two  700MW  units  totalling 
approximately  $600  million  at  the  Dandong  and  Dalian  sites  for  the  Huaneng  International 
Power  Development  Corporation.  While  EXIM  Bank  provided  the  export  credit  financing, 
TDA  was  not  specifically  involved.  But  we  at  Sargent  &  Lundy  believe  that  TDA  should 
receive  their  share  of  the  credit  for  helping  us  to  develop  the  relationship  with  the  client 
through  the  award  of  Shidongkou.  We  are  in  the  process  of  identifying  the  necessary 
equipment  and  services  suppliers  to  construct  these  latest  units.  While  we  are  far  to  early 
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equipment  and  services  suppliers  to  construct  these  latest  units.  While  we  are  far  to  early 
in  that  process  to  guarantee  any  U.S.  contracts  for  equipment,  we  expect  that  the  majority 
of  the  subcontractors  will  go  to  U.S.  suppliers;  at  least  as  many  as  were  awarded  on  the 
Shidongkou  project 

RECOMMENDATIONS 

While  Sargent  &  Lundy  has  not  had  the  opportunity  to  work  with  OPIC,  we  along  with  the 
members  of  ACEC  believe  they  are  a  vital  program  within  our  export  support  structure. 
We  believe  that  all  efforts  possible  should  be  made  to  maintain,  if  not  increase,  current 
budget  levels  for  all  three  institutions.  Their  current  funding  levels  are  already  insufficient 
to  meet  current  infrastructure  project  financing  needs.  Decreasing  the  budgets  of  these 
agencies  will  only  open  the  door  wider  to  our  competitors. 

In  addition,  we  believe  that  TDA's  program  remain  a  strictly  grant  program.  However  we 
understand  that  often  firms  need  upfront  investment  support  and  would  be  willing  to 
explore,  with  TDA  and  Congress  making  a  small  portion  of  TDA's  budget  a  reimbursable 
grant  program. 

Finally,  we  believe  that  these  organizations,  while  similar  in  activity,  have  very  different 
purposes  and  should  remain  separate. 

Thank  you  for  your  interest  Mr.  Chairman,  and  I  would  be  pleased  to  answer  any  questions 
that  you  may  have. 
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Mr.  Callahan.  We  thank  you  for  your  remarks  and  for  appear- 
ing here  today.  As  you  have  heard  the  other  three  panelists  this 
morning  talk  about  the  need  to  adequately  fund  Exim,  OPIC,  as 
well  as  TDA,  I  don't  think  there  is  anyone  on  this  panel  that  dis- 
agrees with  adequate  funding.  There  may  be  some  question  of  what 
is  adequate  and  what  can  we  afford,  which  might  disagree  with 
some  of  your  wishes. 

With  respect  to  TDA,  the  only  question  that  we  have  had  pre- 
sented is  not  whether  or  not  they  are  doing  a  good  job  and  whether 
or  not  they  can  ultimately  lead  into  some  type  of  leveraging  activ- 
ity, such  as  the  Chinese  thing  for  you,  but  whether  or  not,  as  we 
do  with  Exim,  as  we  do  with  OPIC,  there  ought  to  be  some  recap- 
turing of  our  investment  of  TDA  monies. 

If  TDA  goes  and  spends  a  million  dollars  doing  research  and  co- 
operating with  foreign  governments  and  takes  that  information 
back  to  you  as  a  profit-making  organization,  and  thus  permits  you 
to  hire  more  employees  and  in  a  sense  gives  us  good  figures  with 
respect  to  leverage,  it  is  the  opinion  of  some  Members  of  Congress 
that  maybe  you  ought  to  pay  for  that  service.  Not  up  front,  but 
after  you  have  received  some  benefit  from  that,  maybe  you  ought 
to  make  a  contribution  back  to  TDA  so  they  can  reinvest  that 
money  in  another  country  and  come  back  to  you  and  say,  why  don't 
we  do  the  same  thing  in  this  third  country. 

We  are  operating  on  very  limited  resource  capabilities  with  re- 
spect to  the  monies  that  are  going  to  be  awarded  to  us  to  distribute 
in  the  next  couple  of  months. 

The  American  people  are  saying  cut  back  on  foreign  aid.  We  have 
discussed  this  earlier,  that  this  is  not  really  foreign  aid,  but  never- 
theless, it  is  in  the  foreign  aid  truck  and  we  are  going  to  have  to 
reduce  foreign  aid. 

So  how  do  we  best  do  it?  How  can  we  recapture  some  of  the  mon- 
ies we  are  spending  trying  to  compete  with  foreign  countries?  It  is 
a  difficult  question  that  we  are  going  to  have  to  go  through  and  we 
want  to  solicit  your  further  input  as  we  go  through  this  process  to 
tell  us  how  we  can  best  do  it. 

Another  question  that  I  have  had,  and  maybe  some  of  my  col- 
leagues have  had,  is  why  do  we  not  have  the  cooperation  in  this 
government  between  AID  and  the  lending  institutions  or  the  bank- 
ing institutions  that  other  countries  do? 

I  visited  Honduras,  paid  for  it  with  my  own  money,  was  just 
there.  I  talked  with  some  of  the  leaders  there,  the  business  and 
community  leaders  who  also  represented  the  government  about  the 
fact  that  in  the  area  of  automobiles,  we  are  being  out  sold  in  Hon- 
duras because  the  Japanese  government  is  working  with  people 
there  without  the  constraints  that  our  government  puts  on  our  peo- 
ple to  sell  automobiles  in  Honduras. 

This  is  hypothetical.  The  Ford  vehicle  manufactured  in  the  Unit- 
ed States,  four-wheel  drive,  is  considered  I  think  a  commercial  ve- 
hicle, whereas  the  Toyota  or  the  Mitsubishi  or  whatever,  the  four- 
wheel  vehicle  or  what  everybody  in  Honduras  drives  is  listed  as  an 
off-the-road  vehicle.  One  of  them  has  100  percent  tariff,  the  other 
one  has  no  tariff. 
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Now,  who  do  you  think  they  buy  most  of  their  cars  from?  They 
buy  it  because  the  government  of  Honduras  has  labeled  one  one 
thing  and  one  something  else. 

We  are  not  using  the  cooperation  that  we  have  with  AID  and  our 
financiers.  With  you  guys  and  the  panelists  that  came  before,  al- 
ways talking  billions  of  dollars  and  that  always  leverages  out  into 
billions  of  dollars  worth  of  jobs.  But  what  about  the  poor  guy  who 
wants  to  sell  a  hula  hoop.  That  may  have  been  invented  in  Japan, 
but  whatever,  as  an  example. 

Ms.  Pelosi.  San  Francisco.  It  wasn't  invented  there,  but  the  com- 
pany  

Mr.  Callahan.  The  guy  who  wants  to  export  something:  He  can't 
afford — like  you  all,  he  can't  afford  to  hire  lobbyists,  which  is  essen- 
tially what  you  are  doing,  not  to  Congress,  but  to  the  banks.  He 
can't  afford  to  pay  a  million  dollars  a  year  to  a  department  to  tell 
him  how  to  jump  over  the  hoops  in  order  to  be  able  to  compete  in 
one  of  these  foreign  countries. 

The  other  countries  are  working  together,  and  yet  we  seem  to  be 
working  in  a  different  way.  We  have  the  environmentalists.  We 
have  the  humanitarians.  We  have  human  rights  concerns.  All  of 
them  working  but  not  together.  We  all  want  human  rights  pro- 
tected. We  all  want  the  environment  protected.  We  all  want  to  cre- 
ate jobs,  but  we  are  just  not  working  together,  and  I  don't  know 
how  to  reform  the  world.  I  don't  know  what  to  do  about  that,  but 
I  hope  these  hearings  will  ultimately  lead  to  a  better  solution  to 
the  problems  we  are  facing,  especially  when  we  are  having  to  re- 
duce what  we  label  as  foreign  aid. 

So  we  are  going  to  let  Mrs.  Pelosi  be  the  first  questioner.  We 
want  you  to  be  first. 

Ms.  Pelosi.  Well,  Mr.  Chairman,  I  thank  you  for  that  and  I 
think  you  have  raised  some  very  important  issues.  I  would  just  like 
to  follow  up  on  some  of  what  our  Chairman  has  said  and  thank  the 
witnesses  for  their  testimony. 

I  contend,  of  course,  that  human  rights  is  good  for  business  be- 
cause in  a  practical  way,  it  creates  a  situation  that  is  more  reliable, 
and  whether  you  are  talking  about  the  legal  system  or  the  way 
workers  are  treated.  So  I  see  a  business  upside  to  that.  Human 
rights  are  very  practical,  not  just  idealistic. 

But  I  wanted  to  move  on  to  the  environment,  because  I  think 
that  is  very  appropriate  to  what  I  see — I  am  sorry  I  missed  the 
first  panel,  but  looking  at  their  testimony  and  the  testimony  of  our 
witnesses  here,  protecting  the  environment  is  important  to  all  of 
us. 

As  some  of  my  constituents  say,  as  long  as  we  breathe  air  and 
drink  water,  we  are  all  interested,  right?  And  in  terms  of  creating 
jobs  and  sales  abroad,  I  hear  over  and  over  again  about  the  oppor- 
tunities that  American  business  has  to  compete  and  build  power 
plants  and  infrastructure  in  other  countries. 

I  think  some  of  this  TDA,  OPIC  and  Exim  money  should  be  used 
to  help  the  man  who  wants  to  sell  the  hula  hoop,  whatever,  some 
business  where  the  product  is  made  in  America  and  exported, 
thereby  creating  jobs  here.  I  know  some  jobs  are  created  by  the 
power  plants  in  countries  abroad,  but  the  sales  figures  do  not 
translate  necessarily  into  the  kinds  of  jobs  that  some  other  exports 
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could.  Let's  for  a  moment  put  that  aside  and  just  talk  about  the 
environment  and  power. 

Forgive  me  if  this  sounds  critical,  I  don't  mean  it  to.  I  just  mean 
it  as  a  question.  It  sounds  to  me  like  we  are  going  about  these 
things  in  a  very  old  way.  For  generations,  we  have  tried  to  compete 
for  power  plants  in  other  countries,  but  what  is  the  investment 
that  we  make  in  America  in  trying  to  approach  the  use  of  power 
in  a  different  way?  I  think  if  we  were  creative  and  innovative  in 
that  respect  in  terms  of  conservation  of  power,  rather  than  just 
building  more  power  plants,  that  we  would  have  such  a  competitive 
edge,  what  they  call  green  gold. 

We  would  have  a  competitive  edge  because  we  would  really  be 
thinking  about  the  future  and  not  just  building  in  a  traditional 
way.  Now,  maybe  you  are  doing  that  and  I  am  not  aware  of  it,  but 
I  don't  see  the  resources  being  put  to  conservation.  When  I  say  con- 
servation, I  don't  necessarily  mean  our  personal  daily  habits,  which 
I  think  are  important,  too.  I  mean  conservation  in  terms  of  innova- 
tive ways  to  generate  and  use  power  that  are  much  better  environ- 
mentally, better  cost-wise  for  the  consumer  and  for  the  country 
that  has  to  license  or  commission  such  a  power  plant. 

I  think  that  our  technology  is  great  in  terms  of  the  environment. 
When  I  served  on  the  Commerce-Justice  Subcommittee  and  we  had 
NIST  under  our  jurisdiction,  we  talked  so  much  about  trying  to 
avoid  the  European  standards  of  Eastern  Europe  in  terms  of  tech- 
nology and  how  we  were  compatible  with  that  technology  there.  In- 
stead, we  wanted  an  internationalization  of  the  technology  so  that 
we  could  be  compatible  addressing  some  of  what  you  said  now. 

But  do  you  see  some  change  in  how  we  approach  bidding  for 
these  plants,  such  as  instead,  to  presenting  to  these  governments 
different  ways  to  address  power  that  is  less  costly  and  more  envi- 
ronmentally sound,  which  I  think  would  reap  to  our  business  ad- 
vantage because  we  would  have  had  better  ideas? 

Mr.  KOSTAL.  Could  I  make  some  observations?  I  lived  overseas 
for  a  little  while  so  I  have  been  to  a  few  of  these  countries  more 
than  a  day  or  two.  Two  countries  we  talked  about  earlier  were 
India  and  China,  and  I  have  probably  been  to  almost  every  prov- 
ince in  China  in  the  last  few  years. 

The  technology  we  are  using  today  is — it  is  the  latest  technology 
available  to  us  in  the  United  States.  We  are  not  building  the  power 
plants  of  40  years  ago.  We  are  building  the  latest  technology  that 
exists.  We  are  building  wind  power  projects.  We  are  building  hydro 
projects.  We  are  building  solar  projects. 

They  are  the  latest  things  that  are  around.  But  let's  step  back 
for  a  second  and  look  at  the  problem  that  exists  for  these  countries. 
First  of  all  at  what  level  of  development  are  these  Third  World 
countries?  They  are  where  the  U.S.  was  in  1930's. 

For  example,  in  China,  district  heating  is  the  way  almost  all 
heating  is  done  in  China.  In  fact,  there  is  no  heat  south  of  the 
Yangtze  River.  You  are  not  allowed  to  have  heat  and  so  it  is  35  de- 
grees and  it  is  cold  when  you  are  there.  These  district  heatings  are 
5-megawatt  little  coal-fired  plants  where  they  bring  the  coal  in  in 
little  trucks,  puttmobiles  so  to  speak,  and  they  dump  it  in  and  they 
spew  out  one  heck  of  a  lot  of  pollutants. 
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So  there  is  a  ministry  in  China  that  wants  to  eliminate  all  those 
little  ones  and  make  bigger  ones.  Instead  of  having  5-megawatt 
plants,  they  now  want  a  50-megawatt  plant  is  the  minimum  size. 

The  standards  of  the  future  are  not  50.  They  are  300,  600,  900, 
1,000  megawatts.  Each  time  you  go  up,  you  decrease  the  factor  of 
the  pollutants  that  are — that  slew  out  into  the  environment.  So 
they  have  a  long  way  to  go,  but  they  are  going  on  the  right  track. 
Now,  are  they  where  we  are  at?  Heck,  no.  We  have  700,000 
megawatts  in  the  United  States  for  about  300  million  people.  China 
has  180,000  for  a  billion,  two.  They  are  25  times  less  than  we  are. 

So  the  first  thing  they  have  to  do  is  catch  up  with  big  plants.  So 
the  best  thing  they  could  do  is  buy  those  large  plants  that  are  as 
environmentally  sound  as  the  ones  that  we  are  building  here.  After 
they  do  that,  then  they  can  work  on  tweaking  it  to  get  the  last  drop 
out,  but  they  are  not  at  that  stage  now,  so  the  projects  that  they 
are  buying  are  the  state  of  the  art,  and  they  are  the  best  that  we 
can  make  available  to  them  in  the  world. 

Ms.  Pelosi.  I  just  wondered  whether  the  research  is  in  leap- 
frogging all  of  that.  Because  we  could  learn  a  lot,  too,  about  being 
more  environmentally  and — let's  say  economically,  just  not  even 
say  environmentally,  but  economically  innovative  in  terms  of  using 
power.  I  mean  the  cliche  is  that  in  Russia,  they  keep  the  buildings 
heated  and  if  they  want  to  cool  off,  if  it  is  a  warmer  day,  they  open 
the  window. 

I  mean,  everybody  has  heard  that  story  passed  around  all  the 
time  because  there  is  more,  a  more  fundamental  change  that  has 
to  take  place,  and  I  just  think  that,  I  guess  being  a  Californian  and 
seeing  the  environmental  technologies  that  are  emerging  there  and 
the  rest,  that  we  can  leapfrog  some  of  this,  not  saying  they  are 
where  we  were  there  then  and  now  they  will  be  where  we  are  now 
in  so  many  years,  but  to  just  think  in  a  different  way  about  that. 

Mr.  Cox.  Three  quick  points  maybe  to  add  to  exactly  what  you 
are  saying.  Number  one,  I  think  if  you  had  the  Eximbank  here, 
they  would  tell  you  about  all  the  work  they  have  done  in  the  past 
year  about  environmental  standards  for  U.S.  exports. 

Ms.  Pelosi.  We  talk  to  them  about  that  all  the  time. 

Mr.  Cox.  Exactly,  and  they  listen  carefully. 

Ms.  Pelosi.  And  they  have  improved  a  lot. 

Mr.  Cox.  And  they  have  improved  a  lot  and  they  have  been  mak- 
ing progress  on  doing  that. 

Ms.  Pelosi.  They  indeed  have. 

Mr.  Cox.  It  is  reflective  in  what  is  happening. 

Mr.  Callahan.  The  law  requires  it. 

Mr.  Cox.  Secondly,  I  mean  as  the  example,  for  instance,  that  we 
discussed  before,  Poland  in  Westinghouse's  case.  Here  was  an  op- 
portunity not  to  provide  new  generation,  but  to  use  technology  that 
would  provide  environmentally  clean  standards  for  existing  coal 
burning  plants.  This  is  the  latest  technology  that  is  being  installed. 

Ms.  Pelosi.  I  think  that  is  important.  You  have  to  do  that,  too. 

Mr.  Cox.  And  those  are  the  steps.  Clearly,  are  we  going  to  do  all 
of  these  things  at  once?  No.  But  are  we  moving  in  the  right  direc- 
tion? And  I  think  along  the  same  directions  that  you  are  suggest- 
ing, I  think,  yes. 
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Another  important  point  I  just  wanted  to  make  on  Eximbank:  we 
talked  about  requesting  $850  million  to  support  the  bank  in  the 
next  fiscal  year.  And  that  would  translate  into  about  $21  billion  in 
U.S.  exports. 

Every  one  of  those  U.S.  exports  are  from  the  U.S.  They  are  U.S.- 
supplied  goods  and  services.  They  are  not  locally  supplied.  They  are 
not  supplied  from  third  countries,  and  that  conservatively  will  sup- 
port 400,000  well-paid  jobs,  not  in  some  other  country,  but  right 
here  in  the  United  States. 

Ms.  PELOSI.  If  I  may  follow  up  on  that,  getting  back  to  the  Chair- 
man's point,  then  my  question  would  be  for  the  Eximbank.  There 
are  lots  of  suppliers  and  subcontractors  involved  in  this,  but  the 
Exim  advantages  accrue  to  the  main  contractor  and  there  may  be 
some  way  we  can  look  at  that,  too — he  is  taking  the  risk. 

Mr.  Cox.  That  is  an  important  point  because  there  really  are  lit- 
erally thousands  of  invisible  exporters  in  the  United  States.  Wes- 
tinghouse  will  go  out  and  order — typically  60  percent  of  the  supply 
comes  from  other  suppliers  that  are  included  in  our  exports. 

The  issue  is  we  are  issuing  purchase  orders  on  people  in  Ala- 
bama, California,  all  over  the  country.  But  we  don't  put  down  on 
that  particular  order  that  by  the  way,  that  it  is  going  to  Argentina 
or  it  is  going  to  Chile  or  it  is  going  to  go  to  Indonesia,  but  I  can 
tell  you,  we  wouldn't  be  ordering  that  equipment  if  we  didn't  have 
the  opportunity  to  export. 

So  there  are  literally  thousands  of  invisible  exporters  in  this 
country  and  maybe  the  issue  is  to  get  the  message  out  that  it  is 
not  just  benefiting  a  few  large  companies.  I  mean,  this  is  really 
benefiting  literally  thousands  of  smaller  companies  that  are  in- 
cluded in  these  orders. 

Ms.  Pelosi.  I  think  you  made  a  good  point  but  my  point  was  a 
little  bit  different  one  and  that  is  somebody  who  might  be  just  not 
a  supplier  in  that  more  retail  range,  but  somebody  who  might  want 
to  be  an  exporter.  They  could  be  part  of  it,  with  a  little  boost  from 
Exim,  but  without  that,  because  it  is  going  to  the  main  contractor, 
they  don't  have  that  same  opportunity.  I  don't  know  what  the  an- 
swer is.  I  am  just  pointing  that  out. 

Mr.  Cox.  I  think  you  are  stating  a  fair  point.  I  think  also,  at  the 
urging  particularly  of  Congress,  Eximbank  has  set  aside — they 
have  been  very  active  in  developing. 

Ms.  Pelosi.  Small  business. 

Mr.  Cox.  Small  business  exporters.  They  have  regional  offices 
now  and  I  think  they  are  really  reaching  out  to  try  to  encourage 
people  to  export. 

Ms.  PELOSI.  They  have  moved  from  being  exclusively  big  banks 
to  encourage  small  business  exporters.  Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  I  think  we  are  also,  and  with  respect  to  that,  we 
have  got  to,  I  guess,  redesign  or  prioritize  with  the  recognition  that 
competition  is  involved  in  this  as  well.  We  are  going  to  say  to  the 
Eximbank  and  to  TDA  and  to  all  of  these  agencies  and  govern- 
ments in  countries  that  we  want  to  do  business  in  that  we  are 
going  to  emphasize  the  20  percent  factor  of  the  cost  of  improving 
human  rights  and  violations  there.  And  we  want  to  do  this  and  we 
don't  want  to  deviate  from  that. 
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But  while  we  are  concentrating  on  that  20  percent,  the  Germans 
and  the  Japanese  are  not.  They  are  going  in  there  and  building  the 
power  plants  and  they  are  building  an  infrastructure  and  creating 
jobs  in  those  countries  while  we  are  trying  to  coordinate  our  envi- 
ronmental efforts.  So  I  am  not  saying  that  we  should  diminish  or 
reduce  our  environmental  efforts.  I  think  that  we  should  recognize 
that  is  what  we  are  doing  when  we  are  delaying  or  prohibiting  a 
capability  of  expanding  American  jobs  if  we  put  environmental  is- 
sues first.  I  don't  know  if  you  want  to  comment  on  that  or  not, 
but 

Mr.  Wilson.  Mr.  Chairman. 

Mr.  Callahan.  Where  do  we  stop  and  where  do  we  start? 

Mr.  Wilson.  If  you  will  yield,  Mr.  Chairman,  I  understood  our 
witnesses  to  say  that — in  most  of  these  projects,  they  were  using 
state-of-the-art  environmental  safeguards. 

Mr.  Callahan.  They  are. 

Mr.  Wilson.  All  the  technology  that  is  available  scientifically.  I 
don't  know  exactly  what  Nancy  is  asking. 

Mr.  Callahan.  What  I  am  saying,  though,  is  that,  yes,  we  are 
using  state  of  the  art  technology  we  have  developed  in  this  country 
to  make  certain  that  emissions  are  lower  but  are  we  going  so  far 
under  some  circumstances  that  we  are  permitting  the  Japanese  or 
some  other  country  to  go  in  and  to  build  a  lesser  state-of-the-art 
environmental  type  of  power  plant?  Are  we  losing  jobs  as  well  as 
opportunities  because  we  concentrate  so  much  on  the  environment. 

Ms.  Pelosi.  May  I  respond,  Mr.  Chairman? 

Mr.  Callahan.  Yes. 

Ms.  Pelosi.  Actually  one  of  the  reasons  the  Japanese  are  suc- 
ceeding is  because  they  have  this  concept  of  green  gold.  When  you 
go  to  Eastern  Europe,  you  will  see  the  air  pollution.  Especially  as 
soon  as  the  wall  came  down,  there  was  a  tremendous  need  for 
cleaning  up  the  environment  and  doing  things  differently.  What  I 
am  saying  is  the  Japanese  understand  that  protecting  the  environ- 
ment is  good  business.  People  want  that,  especially  when  they  are 
starting  from  scratch. 

These  gentlemen  are  absolutely  correct.  There  are  some  things 
there  that  are  Russian-built  that  have  to  be  converted  and  we  are 
bringing  in  the  technology  to  demonstrate  that  we  can  convert  with 
our  own  technology.  That  is  very  good  and  I  am  not  saying  we 
shouldn't  be  doing  that.  I  am  just  saying  we  have  got  to  be  doing 
some  things  parallel  because  we  will  be  outdone  on  the  inter- 
national markets  if  we  think  in  old  and  traditional  ways  about 
where  we  are  going.  I  would  like  to  suggest  this  book,  Green  Gold, 
and  some  other  reading  as  well  about  how  environmental  protec- 
tion is  good  business.  The  Japanese  have  succeeded  so  well,  not  by 
ignoring  the  environment,  but  by  going  one  better  on  it. 

Mr.  Wilson.  I  am  sorry  you  weren't  here  for  all  of  the  testimony 
this  morning,  Nancy. 

Ms.  Pelosi.  I  am  sorry,  too.  I  read  it,  though. 

Mr.  Wilson.  But  all  of  the  testimony  this  morning  indicated  that 
we  were  superior  technologically  to  the  Japanese  and  Germans  and 
I  would  like  a  response. 

Mr.  KOSTAL.  I  can  comment  just  on  a  recent  plant  that  we  built 
in  Canada.  It  is  the  largest  fluidized  bed  plant  in  the  world  that 
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is  the  state  of  the  art  for  burning  what  you  would  call  dirty  coals, 
and  it  is  highly  effective  because  it  produces  the  least  pollutants 
of  any  system  of  the  old  type  of  fossil  units.  That,  now,  is  being  of- 
fered and  we  have  contracts  in  China  for  doing  the  same  thing.  So 
they  are  buying  those.  They  are  buying  the  latest  in  environmental 
technolgoies  from  the  U.S. 

But  we  can't  impose  such  systems  upon  them  with  the  attitude 
that  this  is  all  you  are  going  to  buy  from  us.  I  mean,  they  buy  what 
they  want  to  buy.  We  have  to  give  them  the  technically  best  prod- 
uct that  reduces  the  pollutants  within  the  limits  of  what  exists  in 
the  marketplace  today.  We  can't  design  today  some  futuristic  envi- 
ronmentally perfect  plant  when  it  is  not  on  the  drawing  boards  yet. 

So  we  will  provide  to  them  in  the  most  cost-effective  manner  the 
best  product  we  can  within  the  confines  of  their  tender  documents 
and  still  be  competitive  and  win  the  project.  Our  competitors  will 
do  exactly  the  same  thing.  When  we  go  to  World  Bank  to  get  fi- 
nancing, they  have  a  set  of  rules  that  we  have  to  abide  by  for  envi- 
ronmental issues,  and  we  do  that.  Those  rules  cannot  get  to  the 
point  where  they  will  competitively  put  the  American  product  at  a 
disadvantage.  So  you  can  only  go  so  far  within  the  world  environ- 
ment relative  to  that. 

Mr.  Callahan.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman.  Gentlemen,  wel- 
come to  the  hearing  this  morning.  I  appreciate  your  commentary. 

I  have  an  observation  from  the  prior  panel.  There  wasn't  much 
talk,  much  support,  as  I  gather,  for  the  TDA.  They  talked  very 
positively  about  OPIC,  and  of  course,  the  Eximbank.  Any  reaction 
as  to  why  they  may  have  overlooked  that?  The  previous  panel  had 
a  case  to  make,  obviously.  Any  reason  why  you  think  they  skewed 
it? 

Mr.  Cox.  I  think  if  you  read  their  testimony,  they  all  were  sup- 
portive of  including  that,  but  I  think  the  issue  is  that  their  particu- 
lar niche  business  does  not  require  writing  the  specifications  and 
dealing  with  the  development  issues  in  terms  of  qualifying  U.S.  ex- 
porters. 

I  think  you  heard  them  say  this  morning  carefully  that  they 
would  very  much  like  to  continue  to  order  products  from  Westing- 
house  and  General  Electric  and  others,  but  we  must  compete  every 
time  for  that  business  and  they  clearly  are  interested  in  ordering 
from  U.S.  suppliers  and  manufacturers,  but  given  better  support 
from  the  French  or  the  Japanese  or  the  Germans,  they  will,  in  fact, 
order  equipment  from  the  Japanese,  the  French  and  the  Germans. 
And  our  issue  is,  how  do  we  qualify  U.S.  technology  in  those  devel- 
oping markets  so  that  we  can,  in  fact,  export  our  technology? 

And  that  is  really  the  role  that  TDA  is  playing.  TDA  is  allowing 
us  to  go  in,  do  feasibility  studies,  and  qualify  U.S.  technology.  And 
TDA,  I  mean  if  you  look  at  what  TDA  has  been  spending,  1992, 
TDA  spent  $32  million.  The  Japanese  spent  over  $300  million  to 
do  the  exact  same  thing. 

Mr.  KNOLLENBERG.  Let's  take  a  look  at  some  of  the  money  that 
is  being  spent.  Obviously,  TDA  works  a  little  differently  than 
OPIC. 

Mr.  Cox.  Absolutely,  because  it  is  on  the  front  end  of  the  produc- 
tion cycle. 
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Mr.  KNOLLENBERG.  It  also  is  making  expenditures  of  money  to 
consultants  and  contractors  on  an  up-front  basis. 

You  recall — I  am  sure  you  know,  you  were  familiar  with  the 
Washington  Post  who  ran  a  fairly  extensive  column  on  TDA, 
among  others,  and  there  was  the  issue  of  Russia  and  the  number 
of  contractors  in  Russia  who  were  consultants  awarded  monies  in 
fairly  substantial  amounts.  It  was  gathered  by  some  who  were  in- 
side the  Beltway  consultants.  What  is  your  reaction  to  that  col- 
umn? It  was  somewhat  scathing,  portions  of  it.  What  is  your  com- 
mentary, your  reaction  to  that? 

Mr.  Cox.  Well,  I  think  it  is  somewhat  ironic,  probably  in  sharing 
the  views  of  a  newspaper  in  terms  of  trying  to  clarify  all  of  that, 
but  I  think  a  couple  of  issues. 

Mr.  KNOLLENBERG.  The  only  other  point  I  make  is  it  was  pretty 
close  to  scathing,  the  pieces. 

Mr.  Cox.  I  can  tell  you  what  our  experience  is.  Number  one,  we 
have  cost-shared  studies.  We  have  competitively  bid  those  studies, 
and  in  the  case  of  Russia  where  the  NIS,  if  we  want  to  take  that 
as  a  whole,  each  of  these  agencies,  it  is  not  just  TDA  that  is  partici- 
pating and  trying  to  develop  that  market,  and  an  important  part 
of  the  funding  of  OPIC  is  also  attempting  to  develop  that  market. 
You  heard  that  this  morning  in  the  testimony. 

Mr.  KNOLLENBERG.  They  leverage  money  a  little  bit  differently 
though. 

Mr.  Cox.  1  would  suggest  to  you  that  the  same  concept  of  the 
small  amount  of  money  is  leveraged  into  our  ability  to  even  com- 
pete subsequently.  Without  that  leveraging,  and  we  are  cost-shar- 
ing in  that,  and  I  think  you  have  to  appreciate,  we  are  cost-sharing 
on  the  basis  that,  sure,  we  will  do  a  study  and  we  will  pay  50  or 
60  percent  of  the  cost  of  that  study  along  with  TDA  that  ongoing 
business  is  not  guaranteed  to  go  to  Westinghouse.  It  has  got  to  be 
competitively  bid.  It  may,  in  fact,  go  to  General  Electric. 

There  is  a  case  cited,  that  Bechtel  did  a  study  in  the  Caribbean 
and  Bechtel  went  through,  produced  this  study  and  what  hap- 
pened? When  Bechtel  finished  in  the  study,  the  job  wasn't  large 
enough  for  Bechtel  to  really  proceed  and  bid  on  it.  But  who  won? 
Four  small  U.S.  exporters.  And  I  suggest  to  you  that  is  money  well 
spent  up  front  to  demonstrate  that  U.S.  companies  can  compete, 
and  without  it,  and  we  are  looking  at  the  Japanese  spending  over 
$300  million  a  year,  the  Europeans,  it  is  very  difficult  even  to  get 
a  handle  around  what  they  are  spending  because  they  do  it 
through  so  many  different  ways  and  groups  and  agencies,  they  are 
out  spending  us  by  a  tremendous  amount. 

And  the  value  to  them  is  clear  and  I  think  what  we  are  asking 
for  is  let's  give  us  a  full  arsenal.  I  mean,  we  can't  go  with  just 
Eximbank  and  OPIC.  We  need  TDA,  and  those  three  groupings  are 
working  together  and  I  would  suggest  to  you  you  will  find  large 
support. 

Now,  you  know,  can  some  of  the  things  within  an  agency  be  done 
differently?  Perhaps  they  can.  But — I  mean  our  experience  with 
TDA  does  not  suggest  any  of  the  concerns  that  were  perhaps  raised 
by  that  article. 

Mr.  KNOLLENBERG.  This  committee  is  looking  very,  very  closely 
at  Russia  in  terms  of  just  how  far  do  we  go  with  the  continuation 
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with  various  kinds  of  aid,  and  for  example,  one  of  the  things  that 
I  believe  was  in  that  article  was  Marriott  Hotel  in  Moscow,  which 
has  a  TDA  connection.  You  are  familiar  with  that  obviously? 

Mr.  Cox.  I  think  it  was  the  Radisson.  I  think  it  was,  but  I  could 
be  wrong,  Congressman. 

Mr.  Knollenberg.  Marriott?  Any  comment  about  the  Marriott? 
What  I  would  suggest,  if  you  don't  have  a  comment,  I  would  like 
to  get  from  your  perspective,  if  you  will  allow,  I  would  like  to  have 
some  response  to  just  maybe  what  was  taking  place  there,  because 
it  hasn't  been  very  clear.  It  hasn't  been  explained.  Certainly  that 
is  one  thing  that  I  would  think  you  would  want  to  explain.  You 
have  a  response? 

Mr.  Kostal.  If  I  could  give  a  perspective  from  a  small  business 
firm.  We  are  little  compared  to  these  giants  that  have  testified  be- 
fore us.  We  do  about  $200  million  in  business  a  year.  That  is  our 
total  revenue  as  a  company  and  we  are  probably  one  of  the  largest 
firms  that  is  a  member  of  the  council,  but  when  you  look  at  that, 
you  say  to  yourself,  what  does  TDA  do  for  us? 

If  they  grant  us  the  ability  to  do  a  feasibility  study  for  $700,000, 
our  firm  ends  up  cost-sharing  that  study  with  TDA.  We  literally  do 
all  our  TDA  work  for  no  profit.  In  fact,  we  subsidize  all  of  that 
work  we  do,  and  I  look  at  performing  the  feasibility  study  as  the 
marketing  arm  of  the  "bigger  picture".  You  know,  we  all  have  to 
spend  a  certain  amount  of  money  to  market,  to  leverage  the  serv- 
ices that  come  down  the  road.  In  a  firm  like  ours,  we  have  to  spend 
somewhere  between  5  and  10  percent  of  our  revenue  to  market  our- 
selves. $700,000  for  a  firm  like  ours  is  half  of  all  of  our  marketing 
expenses,  spent  in  one-shot. 

For  us,  that  represents  a  large  amount  of  money.  TDA  helps  us 
be  competitive  while  other  foreign  firms  are  obtaining  those  cooper- 
ative agreements  and  subsidies  from  their  own  governments.  This 
makes  it  almost  impossible  for  us  as  a  small  firm  to  win  these 
overseas  projects  and  to  position  ourselves.  Writing  specs  in  sup- 
port of  those  projects,  believe  it  or  not,  does  dictate  where  the 
equipment  is  bought  from. 

Those  up-front  activities  greatly  influence  where  equipment  will 
come  from.  Because  when  we  do  it  (write  specs)  we  do  it  so  that 
American  products  are  purchased,  plain  and  simple.  So  what  do 
our  competitors  do?  They  do  the  exact  same  things.  TDA  allows  us 
to  create  those  documents  up  front  which  allows  for  these  bigger 
guys  that  were  here  before  us  (earlier  in  the  testimony)  to  win 
those  jobs  and  to  win  all  those  equipment  awards.  Without  that, 
you  place  the  American  businessman  at  a  much  greater  disadvan- 
tage. 

Mr.  Knollenberg.  As  a  small  business  person. 

Mr.  Kostal.  No.  Small  business  in  general.  There  is  no  question 
you  put  US  at  a  great  disadvantage,  but  you  also  place  the  future 
tender  documents  for  the  largest  contracts  later  on  in  the  procure- 
ment process  at  a  disadvantage  as  well. 

Mr.  Knollenberg.  You  have  done  very  well.  I  gather  from  your 
testimony,  didn't  I  hear  you  say  that  you  have  had  a  presence  in 
China  for  12  years? 

Mr.  Kostal.  Exactly. 

Mr.  Knollenberg.  How  did  you  get  there? 
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Mr.  KOSTAL.  We  got  there  by  getting  support  from  TDA,  getting 
support  from  OPIC,  getting  support  from  Exim.  Exim  was  a  tre- 
mendous partner  in  helping  us  go  to  the  marketplace  and  obtain 
funds.  They  were  the  catalyst  that  allowed  us  to  go  to  multi- 
national banks,  to  go  to  commercial  banks.  Without  them,  we 
couldn't  just  go  knock  on  the  First  National  Bank  and  say  we  want 
to  borrow  X  amount  of  millions  of  dollars. 

As  a  small  businessman,  they  would  look  at  us  and  say,  where 
is  your  collateral  to  support  that?  We  don't  have  it.  But  Exim 
stands  behind  us  and  when  they  stand  behind  us,  then  we  can  go 
to  these  other  agencies. 

Mr.  Knollenberg.  Gentlemen,  I  do  appreciate  your  testimony. 
Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Along  these  lines,  have  you  had  any  experience 
with  the  feasibility  studies  funded  by  the  United  Nations  Develop- 
ment Program?  There  you  have  another  agency  that  we  are  con- 
tributing to.  What  about  the  United  Nations  Development  Pro- 
gram? 

Mr.  Cox.  We  haven't  had  any  specific  experience  with  that  pro- 
gram, Congressman.  If  you  would  like,  we  can  certainly  survey  our 
members  and  give  you  some 

Mr.  Callahan.  I  would  like  that.  I  think  we  all  hear  what  you 
are  saying,  the  Japanese  spending  $300  million,  we  are  spending 
$75  million  or  thereabouts.  We  are  larger,  they  are  smaller.  How 
do  we  fit  in  that  the  general  trade  agreements?  You  keep  hearing, 
we  don't  want  to  violate  GATT.  We  don't  want  to  violate  the  gen- 
eral trade  agreements  we  have  with  Japan.  We  don't  want  to  vio- 
late U.S.  laws,  and  yet  we  have  a  government  that  is  under  an  eth- 
ical portion,  for  example,  on  the  automobile  situation  in  Honduras. 

We  tell  our  people,  if  you  go  down  and  you  enhance  the  willing- 
ness of  Honduran  officials,  for  example,  we  are  going  to  put  you  in 
a  penitentiary  for  life.  The  Japanese  don't  have  that  type  of  bar- 
rier, so  they  can  go  down  there. 

I  am  not  saying  that  they  are  bribing  the  Honduran  people.  I  am 
just  saying  there  is  no  prohibition  on  the  part  of  the  Japanese  and 
we  put  our  businessmen  in  jail  if  they  go  down  there.  So  what  hap- 
pens? I  don't  know  how  or  why,  but  the  Japanese  have  all  those 
off-the-road  vehicles  and  we  don't  sell  any  there.  So  what  do  we  do 
to  better  the  system  that  we  have? 

I  mean,  we  put  all  these  restrictions  on  our  business  people  doing 
business  abroad,  and  other  countries  don't,  and  then  we  have  our 
fingers  in  all  of  these  pies  that  we  are  trying  to  fund  the  United 
Nations  Developmental  Program  there.  The  Japanese  are  spending 
$700  million  or  $300  million.  We  are  spending  $70  million.  What 
do  we  do  to  all  of  a  sudden  all  get  together? 

They  are  together  in  Japan,  I  will  tell  you  that.  The  business 
people  meet  with  their  government  people.  They  don't  go  over  there 
and  say  to  a  developing  country,  we  are  not  going  to  help  you  un- 
less you  work  more  on  human  rights.  Somehow  or  another,  we  are 
missing  the  boat.  We  are  not  together.  And  how  do  we  get  to- 
gether? What  could  we  do  to  recognize  we  are  concerned  about 
human  rights.  We  are  concerned  about  the  environment.  We  don't 
have  a  lot  of  money.  We  want  to  help  our  American  business  people 
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as  a  government  rather  than  to  be  sort  of  a  barrier  for  them  to  do 
business  in  a  foreign  country. 

If  you  look  at  Vietnam  now  and  you  see  what  is  beginning  to 
happen  there,  all  of  our  foreign  competitors  are  10  steps  ahead  of 
us  and  we  are  concerned  about  people  missing  in  action  in  Viet- 
nam, and  we  should  be,  and  we  want  that  corrected.  But  mean- 
while, while  we  are  still  concerned  about  MIA's,  every  foreign  coun- 
try in  the  world  is  going  over  there  and  they  are  going  to  be  so  far 
ahead  of  us  that  we  are  going  to  be  too  late. 

How  can  we  best  get  together  and  work  as  a  team,  government 
and  business,  in  these  foreign  opportunities? 

Mr.  Cox.  Maybe  just  a  couple  of  quick  observations.  I  think  it  is 
important.  I  mean,  no  U.S.  company  should  expect  a  handout  or  a 
subsidy.  That  is  wrong,  and  we  are  not  asking  for  that.  We 
shouldn't  be  asking  for  it. 

Mr.  Callahan.  They  don't  want  one. 

Mr.  Cox.  They  don't  want  one,  and  I  think  also,  Mr.  Chairman, 
I  don't  think  we  should  expect  that  we  should  compromise  our  ethi- 
cal standards  either  to  get  business  around  the  world.  I  think 
clearly,  I  know  the  mission  of  our  company,  we  don't  have  to. 

We  want  to  compete  on  an  economic  basis,  technology,  quality, 
what  have  you.  What  we  can't  do  is  I  think  unilaterally  disarm. 
What  is  going  to  get  the  attention  of  the  Japanese  and  the  Euro- 
peans to  meet  with  us  in  the  OECD  and  to  move  in  the  right  direc- 
tion and  that  is  that  we  are  willing  to  support,  when  we  are  right, 
U.S.  exporters  and  make  the  investment. 

The  message,  if  we  send  the  message  that  we  are  not  going  to 
fund  these  institutions,  that  is  going  to  encourage  the  Japanese  to 
cease  and  not  fund  their  institutions  and  the  Europeans?  No.  In 
fact,  it  is  going  to  encourage  them  because  they  are  going  to  be  able 
to  get  market  share.  So  we  have  to  send  the  correct  message.  We 
have  to  send  a  message  to  U.S.  exporters  and  the  government.  We 
have  got  to  work  and  find  new  ways  to  work  together. 

We  have  got  to  send  the  message  to  the  foreign  competitors  that 
we  are  not  going  to  unilaterally  disarm  ourselves,  but  we  can  use 
that  as  a  leverage  to  bring  them  along  to  world  market  conditions, 
and  that  is  the  type  of  thing  I  think  we  need  some  sort  of  an  inter- 
active process  that  moves  us  in  the  right  direction  on  both  fronts, 
and  the  opportunity  is  here  to  do  that.  I  think  it  is  modest,  the  in- 
vestment that  is  being  asked  for  these  agencies,  but  that  is  just 
part  of  the  picture.  There  are  a  lot  of  other  things  that  need  to  be 
done.  Part  of  it. 

Mr.  Callahan.  Well,  there  are  a  lot  more  questions.  One  I  would 
like  to  submit  is  last  week  the  Japanese  announced  that  they  are 
merging  their  Eximbank  and  their  foreign  aid  agency  over  the  next 
several  years.  Would  it  make  sense  for  the  United  States  to  follow 
the  example  of  Japan  to  make  export  production  the  prime  objec- 
tive of  its  long-term  development  assistance? 

What  can  we  do  to  better  our  capabilities?  Did  we  make  a  mis- 
take 20  years  ago  when  Congress  told  AID  to  stop  building  infra- 
structure and  start  developing  international  welfare  systems  under 
the  basic  human  needs  policy? 

You  know,  where  do  we  go?  I  know  you  can't  give  us  all  of  these 
answers,  but  we  want  to  solicit  your  input,  your  suggestions,  your 
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direct  communications  to  us  and  to  help  us  enhance  our  export  ca- 
pabilities and  further  the  message  we  want  to  give  with  respect  to 
human  rights  and  the  environment. 

We  want  to  create  a  better  system,  recognizing  that  we  are  com- 
ing in  second  to  Japan,  we  are  coming  in  second  to  France.  We  are 
coming  in  second  to  Germany  in  this  particular  area  of  competition. 
We  have  got  the  best  product,  the  best  technology,  the  best  capabil- 
ity. We  have  the  desire. 

We  have  people  willing  to  work  to  create  these  export  opportuni- 
ties, and  yet  we  have  a  government  that  has  not  quite  yet  gotten 
its  act  together  and  we  want  you  all  to  give  us  information  and 
your  expertise  in  the  future  to  further  enhance  these  capabilities. 
And  we  want  you  to  know,  too,  that  we  appreciate  you  coming 
today  and  we  appreciate  your  input. 

We  want  to  hear  more  from  you  and  we  want  to  also  keep  with 
our  policy  of  keeping  these  meetings  as  brief  as  we  can.  With  that, 
we  are  going  to  adjourn. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

SUBMITTED  TO  TOM  BOREN 

Question.  In  all  of  your  testimony,  there  is  passing  mention  of  the  pressure  on 
the  Subcommittee  to  reduce  foreign  aid.  I  am  prepared  to  support  funding  increases 
for  export  financing.  But  Chairman  Callahan  will  be  looking  for  offsets.  Can  you 
give  the  Subcommittee  some  ideas  of  where  you  believe  we  can  reduce  spending  in 
the  foreign  aid  account? 

Answer.  Traditional  U.S.  foreign  assistance  has  always  been  designed  to,  among 
other  things,  promote  the  recipient  country's  self-sustained  development  and 
growth.  However,  private  parties  are  now  bearing  some  of  these  development  costs. 
Through  the  development  of  infrastructure  projects  (i.e.  power),  many  private  sector 
entities  are  helping  host  countries  create  long-term  employment  and  some  projects 
result  in  the  construction  of  roads,  hospitals,  water  treatment  facilities,  support  in- 
dustry and  manufacturing,  etc. 

Since  private  parties  are  spending  sizable  amounts  of  their  own  money  on  these 
efforts,  there  may  be  room  in  the  foreign  aid  budget  to  reduce  traditional  forms  of 
direct  assistance.  Many  of  the  programs  within  the  Agency  for  International  Devel- 
opment (AID)  may  be  candidates  for  scaling  back  since  development  goals  can  be 
met  more  efficiently  with  the  help  of  the  private  sector. 

Question.  In  all  of  your  testimony,  there  is  passing  reference  to  the  need  for  Exim, 
TDA  and  OPIC  because  of  foreign  competition.  Can  you  please  provide  the  sub- 
committee with  some  examples  of  how  the  foreign  equivalent  of  American  export 
agencies  have  undercut  American  business  abroad? 

Answer.  My  company  (SEI)  has  no  direct  experience  of  losing  a  project  or  chang- 
ing the  procurement  mix  due  to  the  practices  of  another  ECA.  It  is,  however,  worth 
noting  that  other  members  of  the  IEDC  have  had  such  experiences  and  may  be  able 
to  provide  that  information  to  the  subcommittee. 

It  is  also  worth  mentioning  that  developing  countries  around  the  world  are  just 
beginning  to  privatize  their  infrastructure  markets.  These  emerging,  privately-fi- 
nanced markets  are  new  to  many  private  entities  (and  therefore  to  the  export  fi- 
nance agencies)  and,  as  a  result,  no  significant  "track  record"  exists  with  regards 
to  project  financing.  It  is,  however,  probably  safe  to  draw  a  parallel  between  project 
financing  and  the  past  behavior  of  foreign  export  credit  agencies  (ECA)  in  the  con- 
text of  sovereign  projects. 

Historically,  many  ECAs  have  used  tied-aid  and  other  types  of  "soft"  lending  prac- 
tices to  assist  their  corporate  entities  in  winning  business  around  the  world.  In 
some  cases,  U.S.  competitors  are  owned  and/or  operated  by  their  government  and 
may  receive  below  market  interest  rates  to  finance  their  projects  (thereby  lowering 
the  cost  of  doing  business  and  enhancing  the  overall  competitiveness  of  the  bid). 
Due  to  policy  restrictions,  U.S.  ECAs  (the  Export-Import  Bank  and  the  Overseas 
Private  Investment  Corporation)  have  been  unable  to  act  as  aggressively  in  efforts 
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on  behalf  of  American  business  overseas  and,  as  a  result,  U.S.  industry  is  losing 
worldwide  marketshare  in  a  number  of  sectors. 

Question.  Do  you  believe  we  should  continue  to  fully  fund  the  multilateral  devel- 
opment banks? 

Answer.  The  Council  believes  funding  for  export  promotion  should  be  a  top  prior- 
ity for  this  subcommittee  (we  recommend  $850  million  for  Eximbank,  $110  million 
for  OPIC  and  significantly  increased  (over  the  FY  1995  levels)  funding  for  TDA).  We 
also  feel  the  multilateral  lending  institutions  play  an  important  role  for  U.S.  busi- 
ness in  financing  private  infrastructure  projects  in  developing  countries.  If  the  sub- 
committee were  able  to  continue  funding  for  the  MDBs  after  such  increases  were 
provided  to  Exim,  OPIC  and  TDA,  then  the  Council  would  urge  that  the  MDBs  be 
fully  funded. 

SUBMITTED  TO  KENNETH  T.  KOSTAL 

Question.  Can  you  give  the  Subcommittee  some  ideas  of  where  you  believe  we  can 
reduce  spending  in  the  foreign  air  account? 

Answer.  ACEC  is  pleased  that  Congressman  Lightfoot  is  prepared  to  support 
funding  increases  for  export  financing.  We,  however,  do  not  believe  it  would  be  prop- 
er for  us  to  identify  other  particular  areas  where  reductions  in  foreign  assistance 
should  be  made,  as  much  of  this  aid  is  humanitarian.  Clearly,  it  is  in  the  U.S.  inter- 
est to  export,  and  facilitate  the  process  by  which  U.S.  firms  can  be  competitive  in 
global  markets.  It  is  ACEC's  firm  belief  that  the  U.S.  agencies  that  support  export 
financing,  namely,  the  U.S.  Trade  and  Development  Agency,  the  U.S.  Export-Import 
Bank  and  the  Overseas  Private  Investment  Corporation,  each  play  a  unique  and 
pivotal  role  for  U.S.  firms  in  overseas  markets.  Each  agency  has  selected  a  critical 
part  of  a  capital  project  in  which  to  focus  its  financing.  Therefore,  reduction  in  any 
particular  agency  would  hurt  some  segment  of  the  U.S.  workforce — engineer,  con- 
structor or  supplier. 

ACEC  believes  that  lawmakers  should  find  a  more  pronounced  manner  to  dif- 
ferentiate between  foreign  assistance  and  export  promotion  because  the  two  are  cur- 
rently intertwined  into  a  single  account  for  appropriations  and  authorization  pur- 
poses. ACEC  strongly  endorses  congressional  action  which  would  create  a  strict  de- 
lineation between  the  two,  as  both  are  used  for  different  purposes  and  have  distinct 
ends.  Having  the  two  as  closely  linked  as  they  are  in  the  budget  process  (1)  confuses 
their  purposes,  (2)  does  not  adequately  represent  their  individual  constituencies, 
and  (3)  intersperses  their  duties  among  a  myriad  of  congressional  committees.  Be- 
cause of  this  disjointed  policy  and  budget  approach  to  trade,  the  U.S.  Congress  does 
not  get  a  clear  overview  of  the  export  picture. 

Perhaps  one  constructive  comment  with  respect  to  foreign  aid  would  be  to  reduce 
aid  in  areas  that  do  not  support  exports  until  the  above  referenced  changes  can  be 
implemented.  Some  specific  AID  programs  which  do  have  merit,  from  our  viewpoint, 
are  the  Energy  Industry  Partnerships  and  the  Energy  Utility  Partnerships.  These 
projects,  run  by  the  U.S.  Energy  Association,  have  brought  energy  officials  from 
Central  and  Eastern  Europe  to  the  U.S.,  where  they  have  been  exposed  to  U.S.  tech- 
nologies and  engineering  capabilities.  Much  of  the  cost  of  this  cooperative  project 
has  been  borne  by  U.S.  companies  and  utilities.  ACEC  encourages  continued  sup- 
port of  these  types  of  activities,  because  they  create  and  facilitate  business  linkages 
with  developing  countries,  that  are  actively  searching  for  technologies  and  processes 
to  facilitate  their  transitions  from  centrally  based  to  market  based  economies. 

Question.  Can  you  please  provide  the  Subcommittee  with  some  examples  of  how 
the  foreign  equivalent  of  American  export  agencies  have  undercut  American  busi- 
ness abroad. 

Answer.  Most,  if  not  all  examples  of  how  foreign  export  agencies  have  undercut 
U.S.  assistance  are  anecdotal  because  foreign  agencies  do  not  leave  any  form  of  ac- 
cessible paper  trail  to  support  our  claims.  Therefore,  U.S.  companies  are  usually 
only  able  to  piece  together,  from  a  variety  of  secondary  sources,  what  has  happened 
after  the  foreign  firm  has  been  successful  in  winning  a  contract  for  which  U.S.  engi- 
neering firms  were  also  competing.  In  this  context,  ACEC  has  been  informed  of  the 
following: 

The  Government  of  France  offered  debt  forgiveness  on  a  large  past  purchase  of 
military  equipment  if  a  construction  project  would  be  awarded  to  French  firms. 

Japanese  loans  for  an  airport  project  were  made  available  at  3r/c  annually  for  30 
years  with  a  10  year  grace  period.  This  resulted  in  the  award  for  design  and  con- 
struction of  a  major  airport  by  the  Japanese  on  a  project  for  which  the  U.S.  had 
done  the  feasibility  study.  Similar  rates  have  been  offered  by  the  Japanese  loan 
agency  for  other  projects. 
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These  examples,  however,  do  not  adequately  describe  the  nature  of  the  support 
system  for  foreign  competition  faced  by  U.S.  firms.  Japanese,  French,  German,  Ko- 
rean, Italian  and  other  nations'  firms  are  highly  "vertically"  integrated  as  well  as 
being  closely  linked  to  their  central  governments.  Japanese  official  development 
agencies  use  employees  of  Japanese  private  firms  to  identify  and  develop  projects. 
Subsequently,  after  contracts  for  the  projects  have  been  won  by  the  Japanese  com- 
panies, expenses  incurred  during  project  development  have  been  deducted  as  busi- 
ness expenses.  No  similar  support  is  available  to  U.S.  companies. 

Much  of  the  trade  finance  of  European  and  other  industrialized  countries  is  dis- 
guised as  foreign  assistance,  but  is  frequently  used  for  facilitating  the  export  of  eco- 
nomic infrastructure.  In  the  1994  Overseas  Economic  Cooperation  and  Develop- 
ment's (OECD)  Development  Assistance  Committee  report,  the  following  foreign  as- 
sistance percentages  were  cited: 

Italy— 21. 4%;  Germany— 13. 3%;  Japan— 27. 4%;  France—  12.3r;;  Canada— 14.2%; 
and  U.S.A.— 3.5%. 

Question.  Do  you  all  believe  we  should  continue  to  fully  fund  the  multilateral  De- 
velopment Banks? 

Answer.  ACEC  strongly  supports  full  funding  for  the  Multilateral  Development 
Banks  (MDBs).  ACEC's  member  firms  have  worked  with  the  MDBs  for  decades,  and 
because  of  this,  have  been  able  to  carve  out  markets  for  U.S.  goods  and  services  in 
over  168  countries.  Continued  U.S.  participation  in  these  institutions  is  critical.  Ex- 
ploiting the  infrastructure  markets  financed  by  these  banks  provides  a  "low  risk" 
method  for  smaller  consulting  engineers  to  enter  and  compete  in  the  international 
development  markets.  Companies  are  ensured  that  contracts  are  valid,  payments 
are  made  in  U.S.  dollars,  a  common  understanding  of  procurement  procedure  is  re- 
spected and  price  is  a  smaller  consideration.  If  the  U.S.  were  to  lose  this  vehicle, 
many  new  firms  that  have  ventured  into  overseas  markets  would  not  be  able  to  bear 
the  associated  risks,  and  subsequently  would  be  unable  to  compete. 

The  main  purpose  of  the  MDBs  is  to  create  and  sustain  economic  stability  in  de- 
veloping countries.  As  a  part  of  that  overarching  process,  the  MDBs  finance  infra- 
structure projects  which  help  support  that  stability.  Together,  the  MDBs  lend  be- 
tween $40-50  billion  annually,  thereby  creating  fair  and  open  markets  for  U.S. 
goods  and  services  around  the  world.  The  MDBs  finance  infrastructure  markets  for 
engineers,  constructors  and  architects  in  the  sectors  of  environmental  protection, 
water  supply,  wastewater  treatment  and  disposal,  transportation  energy,  power  and 
urban  development  including  schools  and  hospitals. 

Such  projects,  in  turn,  create  markets  for  U.S.  firms  in  these  developing  and 
newly  industrializing  countries,  and  therefore,  the  potential  for  follow-on  export  is 
great.  Plain  and  simple,  U.S.  participation  in  the  MDBs  promotes  trade.  Financing 
from  the  MDBs  for  U.S.  engineering  firms  on  overseas  infrastructure  projects  usu- 
ally leads  to  large-cost  contracts  for  other  U.S.  firms  downstream. 

For  the  United  States  the  MDBs: 

Provides  opportunities  for  American  jobs  in  the  United  States  and  overseas; 

Creates  infrastructure  markets  for  U.S.  goods  and  services — (fair  open  and  safe); 

Facilitates  the  promotion  of  new  U.S.  technologies; 

Improves  the  U.S.  balance  of  trade; 

Maintains  high  credibility  and  image  of  U.S.  economy. 

For  the  poor  and  newly-industrializing  countries,  MDB  financing: 

Provides  long-term  solution  to  basic  needs  problems  in  health,  water  supply  and 
sanitation; 

Renders  tangible  goodwill  and  auditable  results; 

Demonstrates  support  for  sustainable  economic  development  in  emerging  democ- 
racies; 

Transfers  environmental  technology. 

Because  most  capital  markets  are  found  in  developing  countries  where  highly 
technical  professionals  and  capital  financing  are  difficult  to  find,  MDBs  are  vital  for 
engineers  working  in  overseas  markets.  Very  few  developing  countries  can  attract 
commercial  financing.  U.S.  trade  finance — of  which  only  2.7rr  is  spent  on  economic 
infrastructure — can  only  support  scattered  projects  in  a  few  countries.  The  MDBs 
finance  as  much  as  70%  of  the  overseas  markets  for  engineering  services  in  sectors 
like  water  and  urban  development.  Without  the  MDBs,  the  U.S.  would  be  at  a  com- 
petitive disadvantage  with  our  other  major  trading  partners. 

With  respect  to  the  International  Development  Association  (IDA)  at  the  World 
Bank.  ACEC  believes  that  complete  support  of  IDA  and  its  budget  will  benefit  the 
United  States.  Any  reduction  in  its  commitment  will  start  a  "domino  effect"  on  other 
donors.  Once  U.S.  money  is  withdrawn,  other  countries  will  withdraw  their  own  and 
reappropriate  their  contributions  into  "tied"  forms  of  bilateral  aid,  or  worse  yet,  tied 
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trust  funds  at  the  World  Bank  thereby  creating  a  "free  for  all"  purchasing  of  fea- 
sibility studies  for  infrastructure  projects. 

Perhaps  the  most  important  reason  for  continued  IDA  support  is  that  country 
markets,  as  a  result  of  their  participation  in  IDA  programs,  eventually  mature. 
Major  markets  like  Thailand  and  China  began  as  IDA  recipients  and  today  they 
purchase  a  myriad  of  U.S.  goods  and  services.  Even  the  U.S.  government  considers 
these  countries  two  of  the  ten  best  markets  for  U.S.  exports  and  has  targeted  them 
for  trade  purposes. 

ACEC  not  only  supports  full  funding  levels  at  these  Banks,  but  also  the  imme- 
diate reduction  in  arrearages  it  has  with  all  five  development  banks.  These  arrear- 
ages reflect  poorly  on  the  United  States,  cause  embarrassment  to  the  private  sector 
when  competing  for  bank-financed  projects  and  demonstrate  an  overall  lack  of  U.S. 
support  for  the  MDBs.  The  problem  is  so  severe  that  a  European  country  at  one 
of  the  banks  recently  made  a  serious  request  that  American  contractors  be 
"blacklisted"  from  project  competition  until  the  U.S.  debt  was  paid.  U.S.  businesses, 
including  consulting  engineering  firms,  risk  losing  their  credibility  and  reputation 
if  these  debts  continue  to  remain  unpaid.  The  outstanding  arrearages  also  prevent 
our  Executive  Directors  from  exercising  influence  in  vital  policy  discussions  within 
the  banks. 
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Chairman's  Opening  Statement 

Mr.  Callahan.  Good  morning  to  all  of  you. 

Today,  the  subcommittee  resumes  its  hearing  on  our  export  fi- 
nancing agencies.  Last  week,  we  heard  from  five  witnesses  rep- 
resenting American  companies  that  are  customers  for  these  agen- 
cies. Today,  we  will  receive  testimony  from  the  presidential  ap- 
pointees who  manage  the  Ex-Im  Bank,  the  OPIC,  and  the  U.S. 
Trade  and  Development  Agency. 

As  far  as  I  know,  all  the  Members  of  this  subcommittee  support 
your  general  goal  of  promoting  American  exports.  The  problem  we 
have  this  year  is  whether  we  can  afford  to  provide  you  with  your 
full  budget  request,  much  less  the  increase  which  some  of  your 
friends  recommended  last  week.  We  have  to  be  convinced  that  you 
deliver  on  what  you  promise  and  that  others  cannot  do  the  same 
job  more  effectively. 

As  much  as  I  would  like  to  see  this  subcommittee  become  the  ex- 
port promotion  subcommittee,  I  am  not  yet  totally  convinced  that 
your  three  agencies  should  have  a  monopoly  on  the  mission  of  pro- 
moting American  exports  and  investments. 

Why  should  not  more  of  the  other  programs  within  our  jurisdic- 
tion do  the  things  that  you  do?  Already  several  of  the  multilateral 
agencies  in  our  bill  do  some  of  what  you  do.  The  World  Bank  does 
some  of  what  you  do.  You  share  a  common  mission  withthem. 

We  are  told  that  all  of  you  help  finance  trade  and  investment  in 
places  where  foreign  capital  is  otherwise  unavailable.  Sometimes, 
as  in  Mexico  or  Russia,  local  private  capital  has  fled  abroad.  I 
looked  into  the  history  of  your  agencies.  I  have  looked  into  the  his- 
tory of  a  lot  of  agencies.  I  want  to  tell  you  somebody  is  right,  this 
government  is  too  big. 

Ex-Im  was  started  as  a  way  for  President  Roosevelt  to  promote 
American  trade  with  the  Soviet  Union.  OPIC  and  TDA  were  spun 
off  the  Agency  for  International  Development  because  it  was  such 
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an  unfriendly  place  for  our  private  businesses.  In  fact,  OPIC  faced 
grave  hostility  in  the  1970s  from  a  Congress  that  rejected  the  con- 
cept of  helping  American  commercial  enterprises  working  abroad. 

For  much  of  that  time,  there  was  little  concern  in  the  United 
States  about  private  market  overseas.  So-called  banana  diplomacy 
was  discredited  after  World  War  II,  except  in  Mobile  and  New  Or- 
leans, where  we  were  importing  bananas  for  a  while.  Foreign  trade 
didn't  matter  much  when  your  Agencies  were  founded.  Now  it  does. 

Times  have  changed.  All  of  you  are  part  of  the  free  enterprise 
system.  With  AID  scattering  grants  throughout  the  Soviet  Union, 
Ex-Im  Bank  is  more  cautious  for  the  reasons  Mr.  Brody  gives  in 
his  testimony. 

The  subcommittee  commended  you  for  that  caution  in  its  recent 
report  on  the  big  rescission  bill.  Now  AID  is  trying  to  muscle  in  on 
trade  and  investment  programs  in  Central  Europe  and  has  started 
an  agricultural  sector  Export  Loan  program  in  Ukraine  with  Ex- 
Im's  help.  AID  is  largely  an  unfriendly  place  for  businesspeople.  It 
is  this  subcommittee's  largest  agency  by  far,  but  it  lacks  a  primary 
or  secondary  objective  of  promoting  American  trade. 

With  that  background  for  this  hearing,  let  me  explain  our  proce- 
dure this  morning.  First,  the  committee  will  take  testimony  from 
Mr.  Brody  of  Ex-Im  Bank,  the  President  and  Chairman;  and  then 
from  the  CEO  of  OPIC,  Ms.  Ruth  Harkin;  and  then  we  will  have 
Mr.  Grandmaison,  the  Director  of  our  Trade  and  Development 
Agency  to  join  them  and  to  make  brief  remarks  and  place  his  full 
testimony  in  the  record. 

Finally,  we  will  ask  all  three  of  you  to  respond  to  questions  in 
writing  from  the  subcommittee.  As  usual,  your  cooperation  is  ex- 
pected, because  we  hope  to  end  this  committee  hearing  promptly  at 
5  minutes  to  12:00. 

So  with  that,  do  you  have  an  opening  statement,  Mr.  Wilson? 

Mr.  Wilson.  In  the  interest  of  time,  I  will  pass,  Mr.  Chairman. 

Mr.  Callahan.  Thank  you. 

Maybe  we  can  get  through  at  10  minutes  to  12. 

Mr.  Brody. 

Mr.  BRODY.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to  be 
here. 

We  have  a  written  statement,  which  was  delivered  quite  late  yes- 
terday. My  apologies  for  the  tardiness  in  delivering. 

Mr.  Callahan.  It  is  not  uncommon.  I  mean,  not  only  for  you,  but 
for  everybody. 

Mr.  Brody's  Opening  Statement 

Mr.  Brody.  Well,  we  don't  like  to  work  that  way,  and  my  apolo- 
gies. 

I  have  a  few  brief  words.  It  is  well-known  that  the  past  two  years 
have  been  record  years  for  Ex-Im  Bank.  Where  we  have  done  $15 
billion  of  financing  each  year.  Up  over  20  percent  from  our  prior 
high,  which  was  over  10  years  ago. 

Two  facts  that  are  less  well-known,  and  I  think  are  very  impor- 
tant for  the  understanding  of  Ex-Im  Bank  are,  one,  the  complexity 
of  our  business  has  changed  dramatically.  In  1992,  the  private  sec- 
tor was  well  below  half  of  our  activity.  In  1994,  the  private  sector 
was  well  over  half  of  our  activity.  And  sovereign  credits  declined 
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from  30  percent  of  our  activity  in  1992,  to  around  10  percent  of  our 
activity  in  1994. 

That  is  to  say,  governments  are  doing  much  less  of  the  buying 
of  our  exports.  Much  more  is  being  done  in  the  private  sector 
abroad,  where  transactions  are  generally  more  complex.  In  addition 
to  that,  the  number  of  transactions  that  we  did  as  opposed  to  the 
dollar  amount,  increased  significantly  from  1992  to  1994;  from 
1,800  transactions  to  2,400  transactions. 

These  two  trends  are  continuing,  which  means  that  the  actual 
amount  of  work  we  have  to  do  on  a  transaction  basis  is  up  substan- 
tially, as  well  as  the  complexity  of  the  work,  because  we  are  no 
longer  dealing  primarily  with  a  country  credit,  but  with  company 
and  project  credits. 

Our  budget  request,  in  light  of  this,  is  a  modest  increase  from 
the  past  year.  But,  it  is  an  important  investment  to  make  in  our 
future.  At  this  time,  when  literally  billions  of  people  around  the 
world,  from  the  developing  countries,  are  joining  the  free  market 
system,  the  potential  for  increased  export  growth  is  great.  This  is 
the  time  when  early  market  shares  are  established  where  countries 
are  either  going  to  buy  from  American  companies  and  American 
workers  or  they  are  going  to  buy  from  foreign  companies  in  this 
worldwide  competitive  battle. 

By  winning  export  battles,  we  enable  American  workers  to  get 
jobs  that  are  much  better  than  they  would  have  otherwise  been. 

At  Ex-Im  Bank,  we  have  been  working  very  hard,  and  tough  - 
mindedly  to  serve  two  primary  objectives.  One  is  serving  the  ex- 
porters so  that  they  can  compete  and  win  in  the  marketplace.  By 
creating  a  financial  level  playing  field  for  our  U.S.  exporters,  we  as- 
sist in  the  creation  of  good-paying  jobs  for  American  workers.  And 
two,  at  the  same  time,  giving  taxpayers  good  value  for  their  money. 

We  appreciate  very  much  your  consideration  and  are  happy  to 
answer  any  and  all  questions  you  have  of  us. 

Mr.  Callahan.  Ms.  Harkin. 

[The  statement  of  Mr.  Brody  follows:! 
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KENNETH  D.  BRODY 
PRESIDENT  AND  CHAIRMAN 
EXPORT- IMPORT  BANK  OF  THE  UNITED  STATES 
BEFORE  THE 
SUBCOMMITTEE  ON  FOREIGN  OPERATIONS 
COMMITTEE  ON  APPROPRIATIONS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

March  28,  1995 


Mr.  Chairman,  Members  of  the  Subcommittee: 

Thank  you,  Mr.  Chairman,  for  the  opportunity  to  appear 
before  you  and  the  Subcommittee  today  to  present  the  Export - 
Import  Bank  of  the  United  States'  (Ex-Im  Bank)  budget  request  for 
Fiscal  Year  1996,  and  to  elaborate  on  some  of  the  high  points  of 
Ex-Im  Bank's  actions  and  activities  over  the  past  year. 

Ex-Im  Bank  is  operating  in  an  ever  changing  world  economic 
environment.   The  changes  have  been  especially  dramatic  in  the 
past  few  years.   During  this  time  we  have  witnessed  the 
globalization  of  the  world  economy,  the  entry  of  billions  of 
people  into  the  private  enterprise  system  and  the  increased 
privatization  of  services  that  were  once  controlled  by 
government . 

Ex-Im  Bank  needs  to  be  flexible  enough  to  respond  to  these 
challenges  so  that  its  programs  and  policies  are  consistent  with 
world  wide  demand.   Yet,  Ex-Im  Bank  needs  to  remain  constant  in 
its  support  of  U.S.  exporters.   Our  major  competitors  are  likely 
to  continue  to  provide  support  for  their  exporters  for  the 
foreseeable  future.   This  is  especially  true  in  the  big  emerging 
markets  where  growth  is  expected  to  continue  double  that  of  the 
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industrialized  countries. 

In  the  midst  of  escalating  trade  deficits,  it  is  more 
important  than  ever  to  optimize  U.S.  exports--the  fuel  behind 
U.S.  economic  growth.    If  we  maintain  our  global  perspective, 
the  remaining  years  of  this  century  will  see  increased  U.S. 
export  growth,  which  will  feed  American  prosperity,  enhance 
American  technology  as  well  as  increase  our  ability  to  compete  in 
the  international  marketplace.   Exports  mean  jobs,  high-paying 
jobs  and  a  better  standard  of  living  for  all  Americans. 

Ex-Im  Bank's  mission  is  to  create  and  maintain  high-paying 
jobs  here  in  the  United  States.   We  do  so  by  financing  U.S. 
exports  when  the  private  sector  cannot  or  will  not  step  in  and 
provide  the  necessary  financing,  or  to  meet  subsidized  financing 
from  foreign  governments.   We  are  also  providing  leadership  and 
guidance  in  export  financing  to  the  U.S.  exporting  and  banking 
communities  and  to  foreign  borrowers.   In  addition,  we  are 
actively  assisting  small  and  medium-sized  businesses  increase 
their  exports.   In  an  era  of  budgetary  constraints,  Ex-Im  Bank  is 
leveraging  our  resources  to  maximize  support  of  U.S.  exports, 
while  at  the  same  time  husbanding  U.S.  taxpayer's  dollars. 

Ex-Im  Bank's  largest  market  in  FY '94  was  Latin  America, 
totalling  authorizations  of  $5.2  billion.   The  second  largest 
market,  Asia,  represented  $4.6  billion,  a  15%  increase  over  prior 
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year  authorizations.   Russia  and  NIS  authorizations  totalled  $2.7 
billion  and  Africa-Middle  East  totalled  $339  million. 

Ex-Im  Bank's  role  today  is  more  necessary  than  ever.   Over 
the  past  two  fiscal  years,  Ex-Im  Bank  has  provided  record  levels 
of  financing  that  supported  yearly  exports  of  over  $17  billion, 
which  in  turn  supported  approximately  340,000  U.S.  jobs  each 
year. 

Budget  Request 

While  we  understand  the  difficult  choices  and  budgetary 
constraints  this  Congress  faces,  exports  are  essential  to  U.S. 
economic  growth  and  well-being.   In  striving  to  keep  U.S. 
exporters  competitive,  we  are  producing  more  creative  and 
flexible  financing  packages. 

For  FY' 96,  Ex-Im  Bank  is  requesting  an  appropriation  of  $723 
million  to  cover  the  costs  associated  with  providing  direct 
loans,  guarantees  and  insurance.   In  addition,  Ex-Im  Bank  is 
requesting  $100  million  to  further  enforce  our  more  aggressive 
tied  aid  policy.   We  are  projecting  an  authorization  level  of 
$20.6  billion. 

We  are  seeing  the  following  trends  in  the  requests  from  the 
exporting  community  for  our  services.   We  see  certain  major 
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4 
sectors  going  through  cyclical  demand.   For  example,  our 
traditionally  strong  demand  for  commercial  aircraft  financing  has 
declined  about  50%  from  last  year,  but  is  expected  to  rise 
significantly  again  in  FY'96  according  to  airline  fleet 
replacement  schedules.   Our  new  program  of  specialized  support 
for  limited  recourse  project  financing  got  off  to  a  great  start. 
But  those  complex  transactions,  by  their  nature,  take  time  to 
come  to  fruition.   We  now  expect  about  half  of  the  projected 
dollar  volume  of  authorizations  in  this  sector  actually  to  occur 
this  year  --  but  with  a  substantial  increase  in  fiscal  '96. 
While  the  FY'95  dips  in  aircraft  and  project  finance  will  have  a 
significant  impact  on  dollar  authorizations,  both  programs  are 
structured  to  require  only  modest  amounts  of  subsidy 
appropriations . 

Accordingly,  the  steady  upward  trend  in  demand  on  our  budget 
continues  as  America's  exporters  increasingly  ask  us  to  find  ways 
to  finance  private  sector  borrowers  that  previously  would  have 
offered  government  or  commercial  bank  guarantees  as  insurance. 
We  also  see  a  growing  demand  for  business  to  NIS  countries  and 
other  emerging  markets.   Both  of  these  factors  lead  to  a 
proportionately  greater  risk  charge  to  our  appropriations.    We 
expect  to  fully  use  our  appropriation  of  $787  million  for  FY'95 
and  the  $823  million  requested  for  FY'96. 

In  summary,  we  expect  authorization  levels  in  FY'95  to  be 
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5 
close  to  the  $14.8  billion  of  FY'94,  but  with  a  substantial 
increase  in  FY'96.   At  the  same  time,  we  will  need  all  of  the 
available  appropriations  to  assume  the  risks  being  presented  to 


Administrative  Expenses 

We  are  requesting  $47  million  for  Ex-Im  Bank's 
administrative  expenses.   While  this  is  an  increase  of  $1.77 
million  over  the  FY' 95  figure,  it  represents  a  modest  increase 
for  the  past  two  years.   For  FY'94,  the  administrative  budget  was 
$45,369  million,  which  declined  to  $45,228  million  for  FY'95. 
Thus,  the  $47  million  request  for  FY'96  represents  only  a  3.4% 
increase  since  FY'94.   In  that  time,  we  have  expanded  our 
coverage  in  twenty- five  countries.   We  have  also  increased  our 
outreach  efforts  domestically,  especially  to  carry  our  message  to 
small  and  medium-sized  exporters.   We  have  also  greatly  improved 
our  management  information  system,  making  more  and  better  data 
available  to  the  managers.   All  of  this  has  been  accomplished 
with  a  decrease  in  staff  levels  -  450  FTE's  in  FY'94,  448  for 
FY'95,  and  436  for  FY'96. 

Reorganization 

Reorganization  changes  have  enabled  Ex-Im  Bank  to  operate 
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more  efficiently  and  effectively  in  handling  the  increasing 
demands  for  our  assistance  and  the  many  legitimate  needs  of  our 
U.S.  exporters.   The  creation  of  the  Business  Development  Group 
has  provided  a  single  point  of  contact  to  customers  for  access  to 
our  programs  prior  to  analysis  by  our  lending  divisions.   In 
addition,  Ex-Im  now  has  a  toll  free  number  1-800-565-EXIM  for 
quick  and  easy  access  for  information  about  our  programs  and 
services . 

The  Export  Finance  Group  delivers  all  the  Bank's  financing 
services.   Loan  officers  who  previously  spent  considerable  time 
marketing  and  counselling  are  able  to  concentrate  entirely  on 
making  deals.   They  have  the  responsibility  and  accountability 
for  transactions  all  the  way  to  the  point  of  disbursement.   The 
integration  of  all  financing  programs  has  allowed  us  to  better 
leverage  our  resources  and  share  our  strengths. 

Finally,  we  created  two  highly  specialized  divisions-- 
Aircraft  and  Project  Finance.   These  divisions  have  expanded  Ex- 
Im  Bank's  capacity  to  more  effectively  and  efficiently  meet 
specialized  financing  needs  of  our  customers  and  will  enable  us 
to  meet  the  expected  surge  in  financing  needs  of  these  sectors. 

Expanded  Support  in  Critical  Areas 

In  particular,  the  demand  for  limited  recourse  project 


324 


financing  has  increased  in  recent  years  due  to  foreign  government 
emphasis  on  privatization,  the  need  to  reduce  sovereign  debt 
obligations  and  the  need  to  accelerate  infrastructure  development 
in  power,  communications  and  transportation,  which  is  necessary 
for  further  economic  growth  in  the  emerging  markets.   Limited 
recourse  project  finance  is  a  type  of  private  financing  where 
repayment  is  based  on  the  cash  flow  from  the  project,  rather  than 
a  sovereign  guarantee  of  the  debt. 

Ex-Im  Bank's  support  for  project  finance  has  increased  from 
$400  million  in  FY' 94  to  projections  of  almost  $2  billion  this 
year.   Ex-Im  has  already  approved  one  project  finance  transaction 
this  year,  which  supports  the  export  of  $700  million  of  U.S. 
goods  and  services.   We  have  in  the  pipeline  approximately  17 
more  applications  for  projects  that  involve  $3.7  billion  in  U.S. 
exports.   The  overall  cost  of  these  projects  is  $12.9  billion. 
Half  of  the  projects  are  in  the  electric  power  sector,  with  - 
others  in  tourism,  heavy  industries  and  natural  resources. 
Regionally,  these  projects  are  located  primarily  in  Asia,  the 
Middle  East,  Latin  America  and  the  Caribbean. 

A  prompt  commitment  of  finance  can  clinch  a  project  finance 
deal  for  U.S.  exporters.   Our  goal  is  to  provide  preliminary 
indications  of  a  willingness  to  finance  within  30-45  days  after 
receiving  a  fully  developed  application.   In  countries  where 
project  finance  has  been  done  before,  Ex-Im  Bank  will  respond 
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within  60  days  with  a  complete  financing  term  sheet.    Project 
Finance  requires  specific  expertise  that  is  unique  to  each  case. 
Rather  than  increasing  Ex-Im  Bank's  staff,  we  are  using  outside 
consultants.   The  exporter  pays  the  fees  for  these  consultants  at 
the  time  of  service.   This  saves  the  taxpayer  money  and  provides 
better  customer  service  to  the  exporter. 

In  addition,  Ex-Im  Bank  is  supporting  more  transactions  in 
higher  risk  markets.   We  are  providing  medium- term  support  (up  to 
five  years)  in  markets  where  we  previously  offered  only  short- 
term  support.  Also,  we  will  offer  long-term  coverage  (up  to  10-12 
years)  in  markets  where  we  previously  offered  only  short  and 
medium- term   support.   We  are  now  providing  expanded  coverage  in 
over  2  5  countries  around  the  world.   Our  objective  is  to  give 
U.S.  exporters  an  opportunity  to  expand  market  share  and  meet 
foreign  competition. 

We  are  also  pursuing  a  more  aggressive  use  of  our  tied  aid 
funds.   The  new  tied  aid  policy  went  into  effect  in  April 
1994  and  has  enabled  Ex-Im  Bank  to  aggressively  match  foreign 
tied  aid  credits  in  emerging  markets,  where  there  is  the 
possibility  of  follow-on  business.   When  Ex-Im  Bank  helps  U.S. 
exporters  win  deals  against  foreign  tied  aid  finance  competition, 
we  help  deter  our  competitors  from  relying  on  costly  trade- 
distorting  finance  policies.   This  policy  has  enabled  Ex-Im  Bank 
to  act  at  an  early  stage  in  project  negotiations  and  throughout 
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the  bidding  process.  In  addition,  the  policy  provides  us  with 
the  flexibility  to  respond  to  offers  of  higher  concessionality 
financing  and  to  untied  offers  that  are,  in  fact,  tied  aid. 

Since  April,  Ex-Im  Bank  has  offered  to  match  actual  or 
potential  foreign  tied  aid  offers  for  22  separate  foreign 
projects,  involving  roughly  $900  million  of  potential  U.S.  export 
sales.   Of  these  22  transactions,  11  involved  U.S.  small  business 
exporters  as  applicants.   Overall,  the  Bank's  current 
Administration  has  taken  tied  aid  actions  involving  $1.2  billion 
in  potential  U.S.  exports,  four  cases  involving  $300  million  in 
exports  that  were  approved  before  our  new  policy  was  formalized. 
As  a  result  of  our  new  pre-emptive  policy,  other  governments  have 
abandoned  their  tied  aid  offers  in  seven  cases  this  past  year. 
These  contract  decisions  will  now  be  made  on  the  basis  of  cost 
and  quality  of  the  equipment,  not  on  the  basis  of  concessionary 
financing. 


More  Efficient  Use  of  Appropriations 

Ex-Im  Bank  has  been  able  to  expand  support  by  leveraging  our 
budget,  without  adversely  affecting  the  competitiveness  of  U.S. 
exports.   We  have  raised  fees  on  all  transactions  over  five  years 
in  medium  to  high  risk  markets.   This  gives  the  Bank  the  ability 
to  expand  our  support  of  exports  to  more  markets,  while  not 
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harming  U.S.  exporter's  competitiveness.   The  guiding  principle 
in  changing  our  fees  has  been  to  meet,  but  not  underprice,  the 
competition.   For  example,  when  we  increased  aircraft  fees,  we 
saved  approximately  $100  million  the  first  year.   This  budget 
savings  was  used  to  expand  support  for  all  types  of  exporters  and 
to  save  the  taxpayer  money. 

Opportunities  for  Small  and  Medium-Sized  Businesses 

One  of  the  top  priorities  at  Ex-Im  Bank  is  to  improve  our 
support  for  small  and  medium  sized  businesses.   Last  year,  we 
upgraded  the  financial  products  that  we  offer  as  we  seek  to 
expand  our  accessibility  to  small  U.S.  firms.   We  will  continue 
in  this  effort  and  have  asked  the  Ex-Im  Bank  Advisory  Committee 
to  focus  on  small  business  issues  as  their  main  theme  for  1995. 
Furthermore,  we  will  once  again  focus  on  small  business  during 
the  upcoming  Ex-Im  Bank  Annual  Conference  in  May. 

Last  year,  Ex-Im  Bank  made  substantial  improvements  to  its 
two  major  small  business  programs,  the  pre-export  working  capital 
and  insurance  programs.   For  pre-export  financing,  we  have 
improved  and  simplified  our  working  capital  guarantee  to  make  it 
more  attractive  to  lenders.   Qualified  lenders  can  now  commit  up 
to  $2  million  per  borrower,  without  case-by-case  approval  from 
Ex-Im  Bank  (45  banks  have  delegated  authority) .   Also,  effective 
October  1,  1994,  Ex-Im  Bank  and  the  Small  Business  Administration 
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(SBA)  harmonized  their  working  capital  programs  for  exporters  in 
order  to  be  more  customer  focused  and  to  take  advantage  of  the 
two  agencies  comparative  strengths. 

As  a  result  of  our  working  capital  program  enhancements, 
FY' 94  was  a  record  year  with  authorizations  totaling  $181 
million.  We  have  authorized  $107  million  working  capital 
guarantees  in  the  first  six  months  of  FY' 95,  and  anticipate 
reaching  $300  million  in  authorizations  by  the  end  of  this  fiscal 
year.   This  will  be  a  66%  increase  over  FY' 94. 

Ex-Im  Bank  introduced  a  new  Medium-Term  Insurance  Program  at 
the  end  of  fiscal  1994  and  it  is  gaining  quick  market  acceptance. 
In  the  first  quarter  of  1995,  193  applications  were  received, 
resulting  in  $263  million  in  authorizations.   By  the  end  of 
Fiscal  Year  1995,  we  expect  at  least  $600  million  in 
authorizations.   The  bulk  of  these  polices  are  small  transactions 
involving  $1  million  or  less  and  involve  small  business 
exporters . 

We  have  also  revised  our  Small  Business  Insurance  Policy  and 
the  Umbrella  Policy.   These  policies  assist  exporters  with  less 
export  experience.   To  expand  the  use  of  these  policies,  we  have 
increased  the  overall  export  credit  sales  volume  limit  from  $2 
million  to  $3  million.   In  addition,  we  embarked  on  an  aggressive 
outreach  program  to  insurance  brokers  providing  them  training  and 
increased  commissions . 
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As  a  result  of  the  enhancements  to  the  small  business 
insurance  programs,  we  have  experienced  a  26%  increase  in  small 
business  insureds,  and  a  43%  increase  in  small  business 
shipments.   Small  business  insurance  activity  totalled  $1.3 
billion  in  FY' 94 . 

Ex-Im  Bank  in  FY' 94  authorized  over  $1.7  billion  in  small 
business  financing  comprised  of  1,261  transactions.   We  have  also 
assisted  110  small  businesses  that  had  not  previously  used  Ex-Im 
Bank  programs.   We  are  committed  to  providing  even  greater 
support  for  small  business  in  FY' 95. 

Environmental  Policy 

After  extensive  review  and  collaboration  with  U.S.  exporters 
and  environmental  groups,  Ex-Im  Bank  has  established 
environmental  review  procedures  that  are  consistent  with  Ex-Im 
Bank's  export  promotion  objectives.   These  procedures  formally 
took  effect  on  February  1,  1995.   The  new  procedures  were  adopted 
for  a  one-year  trial  period,  and  they  will  be  re-examined  to 
determine  their  effect  on  both  U.S.  exporter  competitiveness  as 
well  as  their  effectiveness  in  mitigating  adverse  environmental 
impacts  for  Ex-Im  Bank  supported  projects.   Ex-Im  Bank's  Board  of 
Directors  will  review  the  environmental  effects  of  projects  on  a 
case-by-case  basis,  taking  into  account  any  significant 
mitigating  effects  and  circumstances. 
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In  accordance  with  our  charter,  Ex-Im  Bank  will  conduct 
reviews  of  certain  categories  of  long-term  transactions.   We  have 
designed  these  procedures  in  consultation  with  U.S.  exporters  to 
be  efficient  and  streamlined  in  order  to  avoid  any  unnecessary 
paperwork  and  not  to  disadvantage  U.S.  exporters' 
competitiveness.   Depending  on  the  project,  the  exporter  will 
need  to  provide  environmental  impact  of  potential  projects  that 
Ex-Im  Bank  has  been  requested  to  finance.   We  believe  our  new 
procedures  will  maintain  U.S.  exporter's  competitiveness  in  the 
global  marketplace  while  at  the  same  time  ensuring  that  the 
projects  are  environmentally  responsible. 

Environmental  Exports  Program 

Ex-Im  Bank  is  actively  increasing  its  outreach  program  to 
the  environmental  industry,  to  make  U.S.  firms  more  aware  of  its 
products  and  services.   Not  only  are  we  actively  advocating 
environmental  exports  with  private  sector  trade  associations,  but 
we  have  also  established  a  strong  interagency  working 
relationship  with  all  of  the  relevant  federal  agencies  that  work 
on  environmental  projects. 

Ex-Im  Bank  has  also  established  an  "Environmental  Exports 
Program."   This  program  was  specifically  designed  to  enhance  the 
level  of  support  for  transactions  that  are  considered 
environmentally  beneficial.  The  program  provides  for  new, 
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enhanced,  short-term  insurance  coverage  and  enhanced  medium  and 
long-term  support  packages  for  qualifying  transactions.    The 
features  of  the  medium  and  long-term  program  include  provisions 
for  coverage  of  up  fo  15%  of  the  U.S.  contract  price  for  local 
costs,  capitalization  of  interest  during  construction,  and  the 
longest  repayment  period  permitted  under  existing  agreements,  all 
of  which  makes  U.S.  environmental  exporters  more  competitive. 

In  FY '94,  Ex-Im  Bank  authorized  over  $771  million  for 
environmental  export  transactions.   As  of  March  1,  1995,  we  have 
supported  over  $200  million  in  environmentally  beneficial 
exports.   Some  of  the  most  recent  projects  included  air  pollutant 
reduction  equipment,  for  a  power  plant  in  Indonesia,  products  for 
the  recovery  of  usable  chemicals  from  a  wood  pulp  mill  in  Russia, 
waste  water  treatment  plant  equipment  in  Turkey  and  water  and 
waste  water  treatment  facilities  in  Venezuela. 

The  environmental  policy  and  program  changes  over  the  past 
year  and  a  half  have  enabled  the  Bank  to  operate  more  effectively 
and  efficiently  in  meeting  U.S.  exporters  needs,  while  at  the 
same  time  providing  the  maximum  use  of  U.S.  taxpayer  dollars. 

Ex-Im  Bank  Activities  in  the  Newly  Independent  States 

Before  I  close,  I  would  like  to  bring  the  Subcommittee  up- 
to-date  on  Ex-Im  Bank's  activities  in  the  NIS  markets. 
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Ex-Im  Bank  is  currently  open  in  the  following  NIS  markets: 
Kazakhstan,  Russia,  Turkmenistan,  and  Uzbekistan.   In  Russia,  Ex- 
Im  Bank  will  provide  short  and  medium-term  insurance  support  and 
medium-term  loan  and  guarantee  support.   In  addition,  we  will 
consider  providing  support  on  a  case-by-case  basis  for  projects 
that  generate  foreign  exchange  where  repayment  can  be  secured 
offshore  by  revenues  from  the  export  sales  of  that  project.   As 
of  March,  the  Bank  has  approved  over  $2  billion  in  final 
commitments  for  Russia,  including  $19  million  for  loans  to 
private  borrowers. 

Let  me  turn  to  the  Oil  and  Gas  Framework  Agreement  (OGFA) . 
OGFA  has  been  carefully  constructed  over  two  years  to  finance 
exports  to  revitalize  the  Russian  oil  industry,  while  protecting 
U.S.  tax  dollars.   This  is  done  through  secure  deposits  of  export 
funds  in  offshore  banks.   Ex-Im  Bank  has  authorized  support  for 
over  $1.3  billion  in  exports  under  OGFA.   We  are,  however, 
proceeding  very  cautiously.   None  of  the  money  we  have  authorized 
has  been  disbursed,  as  we  await  in  each  case  the  satisfaction  of 
various  conditions  to  our  credit  approval.   As  I  said  before,  we 
have  worked  for  some  time  to  construct  a  framework  that  will  work 
for  Russia  and  the  U.S.  exporter,  while  protecting  the  U.S. 
taxpayer.   There  are  still  some  hurdles  to  clear,  but  the 
responsibility  for  clearing  them  lies  with  the  Russians. 

In  Kazakhstan,  Ex-Im  Bank  is  open  for  short,  medium  and 
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long-term  public  sector  business.   We  are  also  discussing  project 
financing  with  a  number  of  exporters  and  signed  a  Project 
Incentive  Agreement.   To  date,  Ex-Im  Bank  has  authorized  $20.8 
million  to  support  the  building  of  a  citric  acid  plant. 

Ex-Im  Bank  is  also  open  for  short-term  and  medium-term 
public  sector  support  in  Turkmenistan  and  Uzbekistan.   In  each  of 
these  markets,  we  will  consider  providing  support  for 
project  financing. 

Conclusion 

Ex-Im  Bank  has  recognized  the  trends  in  global  finance  and 
we  have  changed  the  way  we  do  business  to  meet  these  new 
challenges.   While  Ex-Im  Bank  has  improved  its  operations,  we  are 
still  looking  for  new  ways  to  enhance  our  programs.   U.S. 
exporters  contend  with  intense  competition  in  the  developing 
world  and  Ex-Im  Bank  is  committed  to  ensuring  that  in  export 
finance  the  playing  field  is  level.   Therefore,  Mr.  Chairman,  I 
would  welcome  any  suggestions  that  you  or  members  of  the 
Subcommittee  may  make. 

Mr.  Chairman,  I  will  be  happy  to  answer  any  questions. 
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Ms.  Harkin's  Opening  Statement 

Ms.  HARKIN.  Thank  you  very  much. 

With  your  permission,  I  request  that  my  entire  statement  be 
placed  in  the  record.  I  too,  would  like  to  make  a  couple  of  brief 
comments. 

We  appreciate  the  opportunity  to  be  here  to  discuss  the  experi- 
ence of  supporting  private  investment  as  part  of  the  new  U.S.  For- 
eign Assistance  program  in  the  context  of  the  1996  budget.  And  as 
you  pointed  out,  Mr.  Chairman,  we  are  well  aware  of  some  of  the 
financial  challenges  that  face  you  and  our  Nation  when  you  are  de- 
ciding as  to  the  appropriate  amounts. 

OPIC,  we  think,  is  in  an  enviable  position  as  government  pro- 
grams are  scrutinized  for  their  efficiency  and  productivity  and  for 
their  financial  prudence.  Our  sole  constituency  is  the  American 
business  community,  and  that  has  always  been  the  case.  Next  year, 
we  will  be  25  years  old,  and  I  think  there  is  a  greater  demand  for 
our  services  now  than  perhaps  at  the  time  that  OPIC  was  spun  off 
from  AID. 

And  as  you  pointed  out,  over  the  years,  we  have  been  subjected 
to  much  criticism  as  to  the  appropriateness  for  the  American  Gov- 
ernment to  be  helping  American  investors  throughout  the  world. 

But  nonetheless,  in  1994,  we  earned  a  profit  of  $167  million.  It 
remains  in  the  U.S.  Treasury.  We  have  operated  at  a  profit  every 
year  since  being  established  in  1971,  about  $1  million  earned  per 
each  of  OPIC's  160  employees. 

We  have  reserves  of  $2.3  billion  and  we  are  a  self-sustaining 
agency.  Since  1971,  over  $30  billion  in  U.S.  exports  have  been  gen- 
erated through  our  support,  and  nearly  100,000  American  jobs.  In 
fiscal  year  1994,  we  supported  100  projects  around  the  world  which 
are  expected  to  generate  $5.5  billion  in  exports  and  18,000  Amer- 
ican jobs. 

We  charge  clients  for  our  services  that  are  available  in  the  144 
countries  in  which  we  currently  operate.  These  countries  are  by 
statue  developing  economies,  or  countries  in  transition  to  democ- 
racy and  they  are  countries  where  we  have  a  specific  foreign  policy 
interest. 

The  demand  for  OPIC  services  has  increased  tenfold  in  the  last 
year.  In  1994,  we  doubled  our  insurance  commitments  that  we 
made  available  to  American  companies,  from  $2.8  billion  to  $6  bil- 
lion. Our  finance  commitments  also  grew  from  $415  million  to  $1.7 
billion. 

One  of  the  reasons  for  our  success  certainly  is  the  fact  that  more 
American  companies  are  looking  to  invest  overseas  or  are  looking 
to  our  Agency  for  support.  But  at  the  same  time,  as  Mr.  Brody 
mentioned,  more  developing  countries  are  privatizing  around  the 
world  and  they  are  looking  to  private  investment  to  make  improve- 
ments in  their  economic  infrastructure. 

So  in  many,  many  respects,  it  is  a  unique  time  in  our  history. 
Whether  we  are  going  to  South  America,  the  countries  of  the 
former  Soviet  Union,  or  Central  and  Eastern  Europe,  all  of  these 
countries  are  beginning  to  understand  that  they  cannot  support 
some  of  the  governmental  infrastructure  projects  as  they  have  in 
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the  past.  They  simply  do  not  have  those  kinds  of  resources  in  their 
budgets. 

And  I  know  last  week  when  you  heard  the  CEO's  testify,  I  am 
sure  that  they  underscored  some  of  the  opportunities  that  are 
available  to  American  investors  around  the  world. 

We  believe  that  our  projects  and  our  support  of  these  projects 
have  enabled  U.S.  companies  to  win  many,  many  lucrative  invest- 
ment contracts  over  their  European  and  Japanese  competitors 
around  the  world.  The  project  size  in  our  financing  area  is  up  to 
$200  million  per  project,  and  we  provide  medium-  to  long-term  fi- 
nancing through  guarantees  and  direct  loans. 

We  operate  very  much  like  an  investment  bank,  as  many  of  you 
know,  customizing  and  structuring  a  complete  financial  package  for 
each  project,  and  we  pay  close  attention  to  the  bottom  line.  We  are 
looking  at  them  as  any  bank  would.  And  as  a  result,  we  support 
only  creditworthy  projects. 

Our  clients  are  charged  for  our  service,  as  I  mentioned,  and  they 
pay  market  rate  interest  rates  and  fees  on  their  loan  guarantees 
and  direct  loans.  And  I  would  say  the  specific  difference  between 
OPIC  and  the  private  sector  is  the  fact  that  we  are  operating  in 
high-risk  parts  of  the  world,  where  traditional  financing  from  com- 
mercial banks  is,  in  many  cases,  simply  not  available.  We  know 
when  a  country  is  doing  well  and  our  services  are  no  longer  needed, 
as  indeed  in  the  case  of  some  of  the  South  American  countries. 

In  the  area  of  political  risk  insurance,  we  insure  against  expro- 
priation, inconvertibility  and  political  violence.  We  have  an  excel- 
lent financial  record  in  our  insurance  program.  We  have  had  an  ag- 
gressive recovery  and  salvage  program  and  we  have  had  95  percent 
recovery  rate. 

We  also  have  a  wide  range  of  investment  development  activities 
where  we  are  promoting  investments  in  particular  countries, 
among  American  companies,  so  to  that  extent,  we  do  take  some 
overseas  investment  missions. 

We  hold  domestic  conferences  around  the  United  States.  In  addi- 
tion to  that,  we  have  in  the  past  couple  of  years  hosted  many  visit- 
ing heads  of  state  in  an  effort  to  put  them  together  with  senior 
American  executives. 

The  most  recent  one  that  we  hosted  was  the  King  of  Morocco  who 
actually  had  never  done  something  like  this  before.  As  a  matter  of 
fact,  he  said  I  will  go  and  not  speak;  right? 

And  we  said,  no,  you  are  going  to  have  to  speak  if  you  are  coming 
to  the  American  business  community.  And  that  was  the  first  time 
he  had  ever  given  a  specific  speech  to  American  investors. 

And  what  motivates  him  to  do  this  is  that  he  understands  in  this 
global  economy  that  his  country  is  going  to  have  to  attract  foreign 
investment  in  order  to  do  many,  many  things  that  they  want  in  the 
engineering  and  telecommunications  area  and  in  the  transportation 
area. 

And  that  is  one  of  the  reasons  why  OPIC  has  put  great  effort  in 
its  infrastructure  projects,  because  of  increasing  demand  for  the 
services  of  U.S.  companies  as  a  result  of  the  policies  of  many  of 
these  foreign  governments.  So,  therefore,  when  you  look  at  coun- 
tries like  India,  Turkey,  Indonesia,  Morocco,  they  are  beginning  to 
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open  up  their  infrastructure  projects  as  never  before  to  private  for- 
eign investment. 

So,  we  have  taken  advantage  of  this  unique  opportunity,  and  I 
hope  that  we  are  helping  American  companies  compete  effectively 
for  these  infrastructure  projects  around  the  world.  As  the  CEOs  of 
Southern  Electric  International,  Georgia,  and  Enron  Corporation  of 
Texas  testified  last  week,  American  companies  do  hold  a  competi- 
tive edge  in  these  industries.  We  do  this  work  better  than  anybody 
in  the  world  and  we  need  the  financing  to  make  that  possible. 

As  a  result,  one  of  the  pleasures  of  promoting  American  invest- 
ment around  the  world  is  knowing  that  our  American  investors  are 
in  fact  good  neighbors,  and  not  only  do  they  do  the  projects  in  these 
countries,  but  they  also,  as  a  result  of  being  in  the  countries,  host 
schools  for  the  citizens,  they  host  hospitals,  and  provide  many, 
many  community  services  that  are  not  available.  And  I  have  seen 
this  happen,  whether  it  is  in  Magadan  in  the  Far  East  of  Russia 
where  we  are  supporting  a  gold  mine,  or  whether  it  is  Enron  in 
many  of  the  countries  that  they  talked  about,  specifically  in  India, 
or  some  of  the  community  services  that  are  being  provided  by 
American  companies  in  South  Africa. 

I  just  mention  these  services  as  an  additional  benefit.  It  doesn't 
directly  impact  OPIC's  programs,  but  certainly  you  see  the  expan- 
siveness  of  these  American  investments  and  the  general  good  effect 
they  can  have  on  these  countries. 

Certainly  infrastructure  projects  are  among  the  most  potentially 
profitable  projects  in  emerging  markets  and  show  the  most  benefit 
for  our  jobs  here  at  home.  For  example,  power  projects  are  very 
capital  intensive  and  involve  significant  procurement  of  generators, 
transformers  and  other  equipment  which  are  most  often  made  in 
America.  OPIC's  support  to  California-based  Mission  Energy  Com- 
pany built  Indonesia's  first  private  power  plant.  During  the  first 
five  years  of  operation,  this  will  generate  over  a  billion  dollars  in 
U.S.  exports.  AES  Corporation  of  Arlington,  Virginia  and  the  Enron 
power  project  in  India  combined  will  generate  nearly  another  bil- 
lion dollars  in  U.S.  exports. 

Our  1996  budget  needs  are  a  little  different  from  most  agencies 
because  we  are  not  subject  or  in  need  of  direct  appropriation  for 
the  cost  of  our  global  finance  program.  We  are,  in  fact,  paying  for 
our  programs  out  of  our  earnings,  with  the  exception  of  the  subsidy 
that  we  use  for  the  New  Independent  States  of  the  former  Soviet 
Union. 

We  are  requesting  authority  to  spend  $34  million  of  OPIC  re- 
sources for  global  subsidy  of  our  finance  program.  This  small 
amount  can  be  leveraged  to  support  about  $1.1  billion  in  direct 
loans  and  loan  guarantees.  And  a  direct  appropriation  is  not  re- 
quired. The  amount  is  transferred  from  OPIC's  revolving  fund  out 
of  which  we  also  pay  the  cost  of  global  administration  expenses. 

We  do  request  $45  million  in  subsidy  for  OPIC  programs  in  the 
former  Soviet  Union.  This  can  be  leveraged  to  support  $690  million 
in  finance  activities.  We  believe  that  prudent  projects  can  be  struc- 
tured in  this  region  and,  of  course,  we  have  very  strict  credit  re- 
view in  these  areas.  One  of  the  new  sectors  that  we  are  going  into, 
particularly  in  many  of  the  countries  of  the  former  Soviet  Union, 
such  as  in  the  Ukraine  and  Belarus,  is  in  defense  conversion. 
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On  Thursday,  I  am  going  to  the  NIS  with  Secretary  of  Defense 
Perry.  We  are  taking  a  group  of  American  companies  to  see  what 
kind  of  projects  we  might  be  able  to  generate  for  the  commercial 
markets  in  some  former  defense  industries. 

In  conclusion,  let  me  say  that  I  believe  we  have  a  proven  track 
record  of  accomplishing  a  great  deal  on  behalf  of  our  American 
company  clients  at  no  expense  to  the  taxpayers.  We  believe  that 
American  private  investment  overseas,  particularly  under  our  cur- 
rent economic  situation,  pays  big  dividends  here  at  home  in  the 
form  of  exports,  and  in  the  form  of  jobs. 

In  1995,  we  expect  to  continue  to  build  on  our  record  of  success, 
and  also  work  with  our  fellow  agencies  that  are  present  here  today. 
I  thank  you  very  much  for  listening  to  my  testimony.  I  look  for- 
ward to  your  questions. 

Mr.  Callahan.  Thank  you. 

[The  statement  of  Ms.  Harkin  follows:] 


338 


STATEMENT  OF  RUTH  R.  HARKIN 

PRESIDENT  AND  CHIEF  EXECUTIVE  OFFICER 

OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

Thank  you  very  much  for  the  opportunity  to  be  with  you  today  to  discuss  the  importance 
of  private  investment  as  part  of  the  new  United  States  foreign  assistance  program  and  the 
FY  1996  budget. 

A  free-market  revolution  is  sweeping  across  the  globe,  creating  vast  new  opportunities  in 
the  emerging  markets  of  the  developing  world.  Helping  U.S.  businesses  take  advantage  of  these 
new  opportunities  has  become  an  integral  tool  of  achieving  U.S.  foreign  policy  goals.  As  a  small, 
efficient,  self-sustaining  U.S.  Government  corporation,  OPIC's  180  employees  work  with 
American  business  to  create  American  jobs  and  American  exports  ~  and  it  does  this  at  no  cost  to 
American  taxpayers. 

American  business  investment  overseas  strengthens  the  U.S.  economy.  Such  investment 
also  helps  less  developed  nations  expand  their  economies  and  become  valuable  markets  for  U.S. 
goods  and  services. 

Already,  nearly  one-third  of  all  U.S.  exports  go  to  American  subsidiaries  and  business 
affiliates  abroad.  Already,  the  world's  developing  countries  absorb  more  than  40%  of  U.S. 
exports  -  some  $185  billion  annually.  Already,  these  developing  nations  are  the  world's  fastest 
growing  markets,  and  America  cannot  afford  to  ignore  them. 


OPIC'S  Mandate 

Through  its  array  of  regional  and  industry-specific  support  programs,  OPIC  is  assisting 
America's  business  people  as  they  make  their  forays  into  the  challenging  and  lucrative  markets  of 
the  developing  world.  At  the  same  time,  OPIC  has  helped  dozens  of  developing  countries  obtain 
the  infrastructure  improvements  they  need.  Today,  private  American  business  men  and  women 
are  building  light  rail  lines  in  the  Philippines,  constructing  power  plants  in  Colombia,  wiring 
telecommunications  systems  in  Hungary  and  bringing  cable  television  to  Russia.  These  Americans 
are  on  the  frontier  of  global  business,  but  their  home  and  companies  are  in  Alabama,  Connecticut, 
California,  Dlinois,  Iowa,  Louisiana,  New  York,  Oregon,  Texas  and  many  other  states. 

OPIC  has  a  mandate  to  sponsor  projects  that  generate  employment  overseas  for  both  low- 
and  high-skill  workers,  projects  that  transfer  technology  and  managerial  skills  and  stimulate  the 
creation  of  local  enterprises.  Doing  this  helps  nations  develop  their  economies  without  direct 
govemment-to-govemment  aid  and  without  reaching  into  the  taxpayers'  pockets. 

OPIC  offers  foreign  assistance,  not  aid.  It  is  assistance  for  a  fee.  It  is  assistance  that 
generates  tens  of  billions  of  dollars  in  dividends  in  the  form  of  increased  U.S.  exports,  support  for 
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hundreds  of  thousands  of  jobs,  and  profits  that  go  back  into  the  U.S.  Treasury.  This  is  the 
wonder  of  a  free-market  in  which  everyone  can  benefit.  Our  mandate  to  be  self-sustaining  has 
kept  OPIC  from  engaging  in  foreign  aid,  grants,  or  lending  to  foreign  governments. 

OPIC's  statute  ensures  that  the  projects  OPIC  supports  will  not  harm  the  interests  of  the 
citizens  of  the  United  States  or  the  host  country.  OPIC  cannot  be  involved  in  any  project  that 
harms  the  environment  of  a  developing  country,  eliminates  American  jobs,  or  worsens  our  trade 
balance.  OPIC  is  barred  from  operating  in  countries  that  violate  internationally  recognized  human 
and  workers'  rights  -  so  we  do  not  do  business  in  China,  South  Korea,  and  Nigeria. 

When  a  company  comes  to  us  with  a  proposal,  the  project  undergoes  a  vigorous  analysis 
Besides  being  able  to  demonstrate  that  it  is  a  viable  business  undertaking,  a  project  sponsor  must 
demonstrate  that  it  will  not  have  a  negative  effect  on  the  U.S.  economy  -  based  on  a  review  of 
procurement,  exports,  and  employment  -  as  well  as  the  contribution  it  will  make  to  development 
of  the  host  country.  OPIC  also  conducts  an  environmental  and  workers  rights  assessment  of  the 
project  m  order  to  determine  if  the  project  is  consistent  with  the  mission  and  mandate  given  to 


The  New  OPIC 

Since  I  became  President  of  OPIC,  the  agency  has  taken  a  number  of  steps  to  strengthen 
the  presence  of  American  business  around  the  world.  Over  the  long  term,  OPIC's  investment 
support  services  will  help  make  American  businesses  more  competitive,  create  tens  of  thousands 
of  jobs  at  home  and  abroad,  generate  billions  of  dollars  in  American  exports,  and  further 
America's  foreign  policy  and  economic  interests. 

In  achieving  these  important  goals,  I  have  redirected  OPIC  activities  to  emphasize  projects 
that  benefit  the  U.S.  economy  and  promote  exports,  are  sensitive  to  environmental  concerns  and 
promote  internationally  recognized  workers  rights. 

Created  as  an  independent  agency  in  1971,  OPIC  was  split  off  from  the  Agency  for 
International  Development  so  that  it  could  respond  more  efficiently  and  effectively  to  the  needs  of 
the  business  community.  This  organizational  structure  has  allowed  OPIC  great  flexibility  and 
been  very  successful.  U.S.  companies  view  OPIC's  responsiveness  and  willingness  to  innovate  as 
critical  components  of  their  ability  to  compete  successfully  for  overseas  project  opportunities. 

At  OPIC,  we  operate  on  a  self-sustaining  basis  to  offer  American  businesses  unique 
financial,  insurance,  and  other  services  to  support  U.S.  private  investment  in  the  developing  world 
and  emerging  market  economies.  As  more  and  more  nations  around  the  world  are  looking  to  the 
free  market  to  improve  the  infrastructure  of  the  country  and  the  economic  opportunities  available 
to  their  ciuzens,  we  expect  to  experience  continued  high  demand  for  OPIC's  flexible,  professional 
services.  To  meet  the  expanding  demands  of  U.S.  foreign  policy  as  well  as  American  businesses 
we  have  also  reorganized  internally  to  service  more  rapidly  clients  with  new  business  projects  in 
Southern  Africa,  the  Middle  East,  Latin  America,  and  the  states  of  the  former  Soviet  Union   For 
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FY  1995,  Congress  increased  the  funds  available  to  OPIC  by  authorizing  it  to  use  more  of  its 
reserves  and  to  expand  the  size  and  number  of  projects. 

Last  year  OPIC  had  the  most  productive  year  in  its  23-year  history.  OPIC's  new 
insurance  commitments  doubled,  from  $2.8  billion  in  1993  to  $6  billion  in  1994.  Our  finance 
commitments  grew  from  $415  million  to  $1.7  billion.  This  means  more  support  than  ever  to  help 
American  companies  take  advantage  of  new  private  investment  opportunities  worldwide.  And  we 
did  so  in  a  prudent  business-like  manner. 

I  am  proud  to  report  that  in  1994  OPIC  turned  a  profit  -  as  it  has  in  every  year  of  its 
existence.  The  $167  million  in  net  income  that  OPIC  earned  last  year  —  along  with  the  rest  of 
OPIC's  $2.3  billion  in  reserves  -  remains  in  the  U.S.  Treasury  to  ensure  that  OPIC  has  the 
resources  necessary  to  make  good  on  its  commitments  to  U.S.  companies. 

Since  it  began  operation,  OPIC  has  supported  projects  that  have  generated  over 
$30  billion  in  U.S.  exports,  created  more  than  100,000  American  jobs,  and  supported  investment 
in  projects  worth  nearly  $73  billion. 


Cumulative  Net  U.S.  Exports  Generated  by  OPIC  Programs 
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OPIC  Funds 

One  innovation  over  the  past  several  years  in  OPIC's  Finance  program  involves  a  unique 
blend  of  the  public  and  private  sector  capital.  This  involves  the  creation  of  a  number  of  direct 
investment  funds.  Currently,  we  have  approved  investments  in  17  funds,  and  have  others  in  our 
pipeline.  Each  of  these  funds  are  privately-owned  and  are  managed  by  professional  investment 
management  institutions  with  a  proven  track  record  of  success. 

One  significant  goal  of  the  OPIC  funds  is  to  mobilize  new  sources  of  private  capital  to  co- 
invest  with  OPIC  in  overseas  projects  sponsored  by  American  companies.  To  date,  our  funds 
have  attracted  private  capital  from  numerous  institutional  investors  such  as  insurance  companies, 
private  pension  funds,  endowments  and  state  benefit  plans,  many  who  have  stated  that  they  would 
not  have  been  able  to  undertake  international  investments  without  OPIC's  involvement.  Our  $60 
million  Poland  Partners  Fund  obtained  roughly  50%  of  its  capital  from  Taft-Hartley  pension  plans, 
representing  one  of  the  first  times  that  this  investor  type  has  explored  international  opportunities. 

The  managers  of  the  funds  generally  are  firms  with  venture  capital  investment  capability 
and  experience.  OPIC's  role  in  the  funds  involves  our  full  faith  and  credit  debt  guarantees 
covering  a  significant  portion  of  their  capitalization.  We  participate  in  the  fund  management 
boards,  and  our  political  risk  insurance  is  available  to  cover  the  funds'  investments. 

The  funds  are  designed  to  provide  debt,  equity  and  equity-type  capital  for  international 
projects.  This  financing  flexibility  enable  projects  to  receive  the  type  of  capital  that  is  best  able  to 
support  the  stable  growth  and  development  of  the  projects  in  challenging  international 
environments.  While  economic  decision-making  and  overall  investment  strategy  is  the 
responsibility  of  the  fund  manager  and  the  relevant  oversight  Board,  each  fund  investment  is 
subject  to  OPIC  policy  review  covering  issues  such  as  worker  rights,  environmental  impact  and 
adverse  U.S.  economic  effects. 

As  I  mentioned,  we  now  have  a  number  of  funds  operational  or  completing  the  phase  of 
raising  their  capital.  Our  model  for  these  funds  was  our  Africa  Growth  Fund  which  invested  in 
projects  in  Sub-Saharan  Africa.  This  Fund  has  returned  140  percent  of  its  original  capital  to  its 
investors.  A  new  $75  million  Africa  Growth  Fund  II  is  now  raising  capital  which  will  include 
investment  in  South  Africa.  We  have  sponsored  major  funds  that  focus  on  high  priority  sectors 
such  as  the  environment,  small  business  and  agribusiness.  In  addition,  we  now  have  funds 
operating  in  central  and  Eastern  Europe,  the  NIS,  and  Asia.  With  these  existing  funds  and  new 
funds  in  the  pipeline  for  Latin  America,  the  Middle  East  and  elsewhere,  we  are  able  to  offer 
growth  capital  to  American  firms  all  around  the  world. 
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OPIC  Services  Available  to  Promote  Private  Sector  Investment 

OPIC  operates  in  144  countries  worldwide.  It  offers  American  businesses  three  basic 
services  to  encourage  investment  in  developing  countries  and  emerging  market  economies. 

Financing 

Investors  are  often  unable  to  get  regular  commercial  financing  for  their  projects. 
Sometimes  only  short-term  financing  is  available,  and  the  project  sponsors  need  medium-  to  long- 
term  notes.  Other  times,  commercial  lenders  are  unwilling  to  lend  to  projects  in  a  foreign  nation; 
they  simply  think  it  is  too  risky  to  do  business  there. 

This  is  where  OPIC  enters  the  picture.  If  the  project  is  economically  viable,  OPIC  will 
offer  medium-  and  long-term  financing  to  projects  involving  significant  participation  by  U.S. 
firms.  All  our  lending  is  non-recourse  project  financing.  Our  Finance  Department  operates  like 
an  investment  bank,  customizing  and  structuring  a  complete  financial  package  for  each  project. 
When  a  project  exceeds  OPIC's  $200  million  limit,  we  cooperate  closely  with  other  financial 
institutions  to  identify  additional  resources. 

Each  finance  project  backed  by  OPIC  is  carefully  screened  and  reviewed  before  it  is 
approved.  OPIC  will  only  support  creditworthy  projects.  OPIC's  detailed  credit  assessment 
includes: 

•  review  of  management  capabilities; 

•  reference  and  credit  checks; 

•  financial  analysis  of  track  records; 

•  site  visits; 

•  verification  of  sponsors  equity; 

•  collateral  security; 

•  country  risk  assessment;  and 

•  independent  credit  analysis. 

These  and  other  factors  are  further  considered  in  developing  a  subsidy  estimate  calculation 
which  is  determined  on  an  individual  project-by-project  basis. 

Further  project  risk  mitigation  is  provided  by  sharing  risk  with  the  sponsor  and  by 
requiring  a  sponsor  to  make  its  equity  contribution  before  receiving  OPIC  financing.  In  addition, 
a  sponsor  must  enter  into  a  project  completion  agreement  under  which  the  sponsor  agrees  to  put 
in  additional  capital  that  may  be  required  to  fund  unexpected  cost  overruns  in  order  to  get  a 
project  up  and  operating. 

Political  Risk  Insurance 

Second,  OPIC  provides  eligible  investors  with  up  to  $200  million  in  political  risk  insurance 
per  project.  Sometimes  an  investor  is  worried  about  political  violence;  or  the  possibility  that  the 
host  government  may  expropriate  —  or  take  over  ~  the  project;  or  that  the  sponsors  may  be 
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unable  to  convert  their  foreign  currency  into  U.S.  dollars.  Here,  investors  pay  premiums  to 
purchase  insurance  from  OPIC  to  reduce  the  political  risk  that  any  of  these  problems  may  arise. 

OPIC's  insurance  program  has  an  excellent  financial  record.  From  1971  to  1994  OPIC 
settled  254  claims  on  which  it  paid  out  $286.8  million  and  recovered  $268.5  million.  This  means 
OPIC  has  net  claims  paid  of  $18.3  million  over  its  23  year  history;  and  today  our  insurance 
reserves  stand  at  $1.7  billion. 

Pre-lnvestment  Assistance 

Third,  OPIC  hosts  conferences  in  the  United  States  and  missions  overseas  to  help 
American  businesses  learn  more  about  foreign  markets.  Two  weeks  ago,  for  example,  OPIC 
hosted  the  King  of  Morocco  at  OPIC  for  an  investor's  forum  to  promote  new  investment 
opportunities  in  Morocco.  The  King  and  his  delegation  had  an  opportunity  to  address  senior  U.S. 
business  executives  considering  investment  in  Morocco.  Similar  events  have  been  hosted  for  a 
number  of  presidents  and  prime  ministers  of  OPIC-eligible  countries.  Also,  last  year  I  led  the 
first-ever  U.S.  government-sponsored  investment  mission  to  South  Africa  with  over  two  dozen 
American  businesses  and  U.S.  government  officials. 


FY  1996  Budget  Request 

As  a  self-sustaining  government  corporation,  OPIC's  budget  needs  are  quite  different 
from  most  government  agencies  that  you  consider. 

For  FY  1996  the  costs  of  OPIC's  global  program  (outside  the  NIS)  will  be  paid  from  its 
own  net  income  without  requiring  a  direct  appropriation.  As  previously  mentioned,  in  FY  1994 
OPIC  generated  a  net  income  of  $167  million,  and  we  have  every  intention  of  continuing  to 
generate  net  income  in  the  future,  just  as  we  have  in  the  past.  OPIC's  revenues  have  risen  steadily 
since  its  inception. 
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Total  Revenue  and  Net  Income 

Total  Revenue 

$220.3  million 

Total  Revenue 

^jg&S&tP^ 

Net  Income 
$167.2  million 

Net  Income    \^x-£—z::*—*~' 

$37.1  million    U 

FY74^     "~                              __ 

f  FY94 

The  Administration's  FY  1996  budget  requests  the  authority  to  spend  $34  million  of  OPIC 
resources  for  global  subsidy  of  its  finance  program  to  support  approximately  $1.1  billion  in  direct 
and  guaranteed  loans.  This  amount  will  be  transferred  from  OPIC's  revolving  fund  and  will  not 
require  a  direct  appropriation.  OPIC  will  also  pay  the  cost  of  its  global  administrative  expenses 
from  its  revolving  fund. 

In  addition,  there  is  a  direct  funding  request  for  OPIC  programs  in  the  NIS.  In  FY  1994 
and  1995,  these  funds  were  appropriated  to  the  NIS  program  and  then  reallocated  to  OPIC 
through  time-consuming  and  bureaucratic  transfers.  For  FY  1996,  we  request  a  direct 
appropriation  of  $45  million  in  subsidy  for  OPIC  finance  programs  in  the  NIS.  This  will  support 
approximately  $690  million  in  finance  activity. 

OPIC  believes  the  projected  subsidy  costs  to  be  prudent  and  consistent  with  our  very 
strong  emphasis  on  credit  quality.  Management  will  continue  to  reinforce  its  philosophy  that 
OPIC's  credit  programs  should  be  operated  above  all  on  a  financially  sound,  commercial  basis 
while  fulfilling  secondarily  the  agency's  foreign  policy  and  developmental  mandates. 


OPIC  Support  of  Infrastructure  Projects  Produces  Developmental  Benefits  and 
Creates  U.S.  Exports 


The  past  year  has  been  very  productive  for  OPIC,  as  it  has  had  great  success  with  several 
American  companies  that  provide  services  in  high  demand  throughout  the  developing  world. 

The  best  demonstration  of  OPIC's  commitment  to  both  the  developing  countries  and  the 
.American  economy  is  the  new  emphasis  by  OPIC  in  support  of  infrastructure  development 
projects:  power  generation,  telecommunications,  and  transportation.  These  are  all  industries  in 
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which  American  companies  hold  a  competitive  advantage  and  the  projects  involve  significant  U.S. 
exports. 

To  help  solve  their  infrastructure  problems,  many  developing  countries  are  applying  the 
same  private  sector  commercial  principles  of  competition,  accountability  and  efficiency  that  make 
market  economies  thrive,  and  have  opened  these  sectors  to  foreign  investment. 

This  chain  of  events  has  created  enormous  opportunity  for  American  infrastructure 
companies  and  has  generated  a  strong  demand  for  OPIC  programs.  By  using  OPIC's  finance  and 
insurance  services,  U.S.  businesses  have  been  able  to  protect  their  investments  from  political 
instability  in  the  developing  world,  as  well  as  compete  more  effectively  with  other  foreign  firms. 
By  participating  in  OPIC's  investment  missions,  U.S.  business  people  have  been  able  to  leam 
more  about  the  opportunities  that  exist  overseas,  and  have  been  able  to  make  direct  contact  with 
potential  business  partners.  Working  with  OPIC,  American  companies  are  strengthening  their 
foothold  in  the  global  economy  in  important  sectors. 

Power 

As  the  American  power  industry  has  spent  years  developing  efficient  and  environmentally 
friendly  power  plants,  it  is  in  an  ideal  position  to  fill  one  of  the  greatest  shortages  in  the 
developing  world:  electrical  power. 

The  shortage  of  electrical  power  is  most  acute  in  Asia.  With  its  several  newly 
industrializing  countries,  Asia  has  developed  a  massive  need  for  electricity  to  power  its 
burgeoning  industries.  Unfortunately,  it  is  very  difficult  to  obtain  long-term  financing  or 
insurance  in  many  of  the  lesser  developed  Asian  countries.  Thus,  OPIC  has  been  on  the  forefront 
of  providing  investor  support  to  new  power  projects  around  the  world.  For  example: 

•  In  Indonesia,  Mission  Energy  Company  of  Irvine,  California,  is  building  one  of  the 
country's  first  private  power  plants.  The  project  will  produce  over  $1  billion  in  U.S.  exports 
during  its  first  five  years  of  operation.  This  low-ash/low-sulfur  coal  burning  plant  will  bum  local 
coal  and  reduce  pollution  emissions.  OPIC  is  helping  to  make  this  project  possible  by  providing 
$200  million  in  insurance. 

•  In  India,  AES  corporation  of  Arlington  Virginia,  is  building  one  of  the  first  private 
power  plants  in  India,  one  of  the  world's  largest  markets.  OPIC  provided  $150  million  in  political 
risk  insurance  and  a  $75  million  loan  guarantee,  helping  AES  and  others  to  gain  a  foothold  in  a 
huge  market  that  until  very  recently  had  been  all  but  off-limits  to  foreign  investors. 

All  of  these  energy  projects  create  large  volumes  of  U.S.  exports.  Power  generation  is  a 
very  capital  intensive  operation,  and  significant  procurement  of  generators,  transformers  and  other 
equipment  is  required.  Furthermore,  when  a  power  company  begins  to  build  its  plant,  it  makes 
improvements  in  the  local  infrastructure. 

•  Enron  Corporation,  in  another  developmental  power  project  operating  in  India,  is 
improving  the  port  and  road  facilities  to  help  bring  in  its  heavy  equipment,  as  well  as  building  a 
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school  and  a  hospital  for  its  workers.  The  Enron  and  AES  projects  combined  will  generate  nearly 
$1  billion  in  U.S.  exports. 

Telecommunications 

Telecommunications  provides  another  excellent  example  of  an  industry  where  American 
businesses  are  world  leaders,  and  with  the  assistance  of  OPIC  investment  support  have  been  able 
to  expand  into  new  markets.  Telecommunications  capital  equipment  exports  are  significant  and 
U.S.  technology  and  engineering  are  in  high  demand  throughout  the  developed  and  developing 
worlds.  In  rich  and  poor  nations  alike,  the  privatization  of  national  communications  systems  has 
created  a  large  worldwide  demand  for  communication  infrastructure  improvements. 

In  Latin  America,  privatization  of  state-owned  enterprises  as  part  of  a  nation's  economic 
reform  program  has  produced  new  opportunities  for  U.S.  companies. 

•  In  Argentina,  GTE  Mobile  Communications  International  and  AT&T  International  won 
a  bid  as  part  of  a  consortium  to  install  and  operate  cellular  telephone  networks  in  the  Buenos 
Aires  area.  Because  of  its  increased  lending  size,  OPIC  was  able  to  provide  $200  million  in 
financing  to  this  $730  million  project.  This  project  will  generate  more  than  $400  million  of  U.S. 
exports  in  cell-site  systems,  towers  and  generators. 

One  region  of  the  world  that  has  a  great  need  for  telecommunications  investment  is 
Eastern  Europe  and  the  former  Soviet  Union.  The  need  for  modern  communications  grew  rapidly 
as  the  former  socialist  economies  opened  themselves  to  the  West.  At  the  same  time,  their 
communications  infrastructure  was  extremely  inefficient  and  deteriorating  rapidly.  This  setting 
opened  a  host  of  opportunities  for  U.S.  investors  willing  to  expand  into  this  market. 

In  the  states  of  the  former  Soviet  Union,  risk  mitigation  is  of  utmost  importance.  By  using 
OPIC  to  manage  its  risk,  more  American  companies  have  been  willing  to  enter  the  market.  In  this 
manner,  OPIC  has  channeled  private  investment  into  a  region  that  has  been  criticized  as  a  waste 
for  government  aid,  and  has  accelerated  economic  growth  in  a  region  whose  development  is 
considered  a  major  foreign  policy  goal. 

For  example: 

•  In  Russia,  Mid-Com  Communications,  a  Seattle,  Washington  small  business,  is  using 
OPIC's  risk  insurance  while  creating  a  new  wireless  communications  network,  by-passing  the  old 
land  lines.  Similarly,  International  Business  Communications  Systems  of  Sharon,  Massachusetts, 
with  the  support  of  OPIC  insurance,  is  installing  65  satellite  communication  uplinks  for  areas 
where  land  lines  are  non-existent. 

•  In  Eastern  Europe,  three  small  rural  American  telephone  companies  -  Consolidated 
Companies,  Denver  and  Ephrata  Telephone  &  Telegraph,  and  HunTel  Systems  -  with  a  $30 
million  loan  from  OPIC,  are  building  a  local  telephone  system  with  31  municipalities  in  Hungary. 
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Transportation 

A  modern  infrastructure  of  roads,  pipelines,  ports,  and  airports  forms  the  backbone  of 
every  economy.  How  efficiently  goods  can  be  distributed  throughout  the  country  is  a  vital  factor 
for  private  business.  In  many  developing  countries,  distribution  networks  and  transportation 
infrastructure  languished  in  the  inefficient  hands  of  the  state.  In  others,  previous  colonial  masters 
had  built  the  infrastructure  for  the  sole  purpose  of  obtaining  raw  materials  —  not  to  trade  with 
their  neighbors. 

For  two  continents,  Africa  and  Latin  America,  this  has  been  especially  true.  Only  recently 
having  thrown  away  old  ideas  of  self-sufficiency  and  dependence  on  colonial  ties,  these  two 
continents  have  discovered  the  benefits  of  expanded  trade  and  competition.  Unfortunately,  in 
many  of  these  countries  capital  markets  are  in  their  infancy,  and  not  nearly  enough  capital  has 
been  available  for  the  massive  improvements  needed  for  their  distribution  networks. 

OPIC  has  stepped  in  to  help  American  companies  that  are  eager  to  invest  in  these  two 
continents  by  providing  the  investor  support  services  that  are  often  hard  to  come  by  in  the  private 
sector.  Also,  we  are  supporting  American  companies  that  want  to  market  their  products  in  these 
regions,  and  thus  need  more  efficient  distribution  networks. 

For  example: 

•  Duracell,  backed  by  $12.7  million  of  OPIC  insurance,  has  set  up  a  sales  and  distribution 
center  for  its  batteries  in  South  Africa.  As  a  result  of  our  several  investment  missions  to  South 
Africa,  we  have  helped  re-establish  American  companies  in  a  market  that  had  been  closed  to  them 
for  half  a  decade. 

•  In  Tanzania  and  Uganda,  a  $15  million  OPIC  loan  guaranty  and  the  Africa  Growth 
Fund  -  an  OPIC-supported  equity  fund  that  channels  further  private  investment  into  Africa  -  are 
financing  the  Gulf  Africa  Petroleum  Corporation  (GAPCO)  as  it  expands  its  petroleum 
distribution  network.  In  this  manner,  gas  stations,  airports,  power  plants,  as  well  as  transport  and 
shipping  industries,  will  have  better  fuel  supplies  in  two  countries  that  ranked  among  the  poorest 
in  the  world.  In  addition,  $6  million  of  U.S. -made  trucks  will  be  purchased  by  GAPCO  to 
transport  gasoline.  • 

In  Latin  America,  U.S.  investors  are  creating  distribution  infrastructure  that  will  help  those 
countries  leverage  their  competitive  advantages. 

•  Colombia  is  one  of  the  largest  producers  of  environmentally  friendly,  clean-burning 
natural  gas.  With  OPIC  insurance,  Enron  Corporation  is  building  a  350-mile  pipeline  to  transport 
the  gas  to  its  potential  consumers.  It  is  expected  that  this  project  will  result  in  $1.5  billion  of 
equipment  procurement  in  the  United  States. 

•  In  Jamaica,  Citibank,  supported  by  OPIC  insurance,  is  participating  in  the  privatization 
of  Sangster  International  Airport.  This  project  will  improve  the  terminal  facilities,  increasing  the 
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airport's  capacity  by  75%.  This  project  will  help  expand  Jamaica's  number  one  industry 
tourism. 


OPIC  Small  Business  New  Initiatives 

In  addition  to  supporting  larger  infrastrucuture  projects,  OPIC  is  committed  to  develop 
new  products  and  services  to  meet  the  special  requirements  of  small  business  who  may  be 
persuring  international  investments. 

OPIC  Small  Business  Fund 

One  of  our  most  recent  innovations  to  assist  small  business  is  a  special  fund  to  support 
small  business  projects.    In  February  1995,  OPIC  approved  a  $20  million  direct  loan  to  capitalize 
a  new  small  business  fund. 

The  "Allied  Capital  International  Small  Business  Fund"  ("Small  Business  Fund"),  managed 
by  Allied  Capital  Corporation  of  Washington,  D.C.,  one  of  the  largest  U.S.  small  business 
investment  companies,  will  provide  growth  capital  to  international  projects  sponsored  by 
qualifying  U.S.  small  businesses  within  a  wide  range  of  industries.  The  Small  Business  Fund, 
which  will  be  available  to  operate  in  any  OPIC-eligible  country,  intends  to  invest  in  approximately 
twenty-five  sub-projects;  therefore,  the  average  fund  investment  is  likely  to  be  less  than  $1 
million. 

The  Small  Business  Fund  is  being  organized  in  recognition  of  the  growing  level  of  interest 
in  overseas  projects  by  smaller  U.S.  businesses.  To  OPIC's  knowledge,  this  fund  is  unique:  it  is 
the  first  investment  vehicle  known  to  provide  capital  exclusively  to  projects  sponsored  by 
qualifying  small  businesses.  The  Small  Business  Fund  anticipates  working  with  project  referrals 
from  OPIC  that  may  not  meet  OPIC's  size  thresholds  or  that  may  need  additional  equity,  thereby 
enabling  OPIC  to  be  responsive  to  the  needs  of  small  businesses  in  an  efficient  and  prudent 
manner. 

In  addition,  it  is  hoped  that  a  relationship  with  a  firm  such  as  Allied  may  serve  as  a  catalyst 
that  will  encourage  other  firms  in  the  venture  capital  industry  to  develop  similar  vehicles  (with  or 
without  OPIC  participation)  to  help  finance  smaller  projects  worldwide. 

Haiti  On-Lending  Facility 

Private  investment  is  critical  to  the  revitalization  of  the  Haitian  economy.  Small  business 
is  expected  to  play  a  central  role  in  this  effort    In  a  project  that  illustrates  how  U.S.  foreign 
policy  interests  can  be  merged  successfully  with  U.S.  economic  interests,  OPIC  is  providing  a  $50 
million  loan  guaranty  to  the  First  National  Bank  of  Boston  in  support  of  an  on-lending  facility 
which  will  primarily  target  smaller  sub-projects  in  Haiti.  The  project  was  approved  by  the  OPIC 
Board  of  Directors  this  month. 
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Likely  sub-projects  for  the  new  program  have  been  preliminarily  identified  by  Bank  of 
Boston's  Haiti  branch,  many  in  the  agribusiness  and  manufacturing  sectors.  The  targeted  sub- 
projects  include  financing  for  expansion,  modernization  and  working  capital  for  U.S.  and  Haitian 
businesses  with  strong  U.S.  ties  such  as  equity  participation  and/or  the  procurement  of  American 
goods  and  services  as  well  as  projects  with  strong  developmental  benefits.  It  is  expected  that  the 
majority  of  the  loans  will  range  between  $100,000  and  $5  million. 


U.S.  ECONOMIC  AND  DEVELOPMENT  EFFECTS  OF  OPIC  FY  1994  PROJECTS 


U.S.  Economic  Effects 

The  100  projects  supported  by  OPIC  in  FY  1994  are  expected  to  provide  significant 
benefits  to  the  U.S.  economy.  During  the  first  five  years  of  operation,  the  projects  will  generate 
an  estimated  89,847  person-years  of  direct  and  indirect  employment1  for  U.S.  workers.  A 
substantial  portion  of  the  initial  foreign  procurement  for  OPIC  projects  will  be  supplied  by 
American  firms,  resulting  in  U.S.  exports  of  capital  goods  and  services  of  $4.1  billion.  In 
addition,  the  value  of  American  materials  and  equipment  required  for  ongoing  operations  are 
estimated  at  $1 .5  billion  during  the  next  five  years.  (See  Table  1) 


Estimated  U.S.  Economic  Benefit!  Of 
Fiscal  Year  1994  Project* 

Total  project  investment 

U.S.  Investment  In  projects 
U.S.  percent  of  total 

$11  ,273  million 

$  7,205  million 

64  percent 

Total  direct  U.S.  project  exports 
initial  procurement  from  U.S. 
Operational  procurement  (S  years) 

$  5,520  million 
$  4.066  million 
$  1,454  million 

Estimated  U.S.  employment  generated 
(5  years,  direct  and  Indirect)  ' 

89,847  person-years 

These  employment  effects  incorporate  the  direct  employment  necessary  to  produce  the  goods  and  services  being 
procured,  as  well  as  the  indirect  employment  required  for  the  production  of  the  associated  intermediate  inputs.  In  the  past 
OPIC  reported  only  direct  employment  effects.  By  including  indirect  effects.  OPICs  employment  figures  are  more  accurate 
and  are  also  more  comparable  to  those  reported  by  other  government  agencies. 


Project  Characteristics 

In  fiscal  year  1994,  OPICs  insurance  and  finance  programs  assisted  100  projects, 
facilitating  total  project  investment  of  $1 1 .3  billion.  Of  this  total,  approximately  $7.2  billion  (or 
64  percent)  represents  investment  by  U.S.  companies,  $1.9  billion  comes  from  partners  in  third 
countries,  $1.6  billion  from  host  countries,  and  the  balance,  $612  million,  from  multilateral 
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development  institutions  (see  Figure  1).  OPIC's  assistance  to  U.S.  investors  is,  therefore, 
leveraging  a  significant  amount  of  investment  from  other  sources. 


Fiscal  1994  Sources  of  Project  Investment 


United  States 
64% 


Figure  1 


OPIC  assisted  projects  in  45  countries  or  areas  during  FY  1994.  The  largest  number  of  the 
year's  projects  (34)  is  located  in  Europe  (consisting  of  Central  and  Eastern  Europe  and  the  Newly 
Independent  States  of  the  former  Soviet  Union),  followed  closely  by  the  Americas,  where  OPIC 
assisted  30  projects.  The  balance  of  the  projects  were  located  in  Africa  (16),  East  Asia  (8),  the 
Middle  East  (6)  and  South  Asia  (6).  (See  Figure  2) 
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Fiscal  1994  Projects 
by  Region 


Figure  2 


The  largest  number  of  FY  1994  projects  (30)  were  in  the  banking  and  finance  sector, 
followed  by  25  in  services,  21  in  minerals  and  energy,  1 1  in  manufacturing,  9  in  agribusiness,  3  in 
tourism,  and  one  in  construction.  (See  Figure  3) 


Fiscal  1994  Projects 
by  Industry 


Mineral*  &  Energy 
21% 


Banking  &  Finance 
30% 


Manufacturing 
11% 


Figure  3 
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One-third,  33,  (33  percent)  of  the  FY  1994  projects  are  located  in  the  least  developed 
countries  (i.e.,  countries  with  per  capita  GNP  of  $984  or  less  in  1986  dollars).  (See  Figure  4) 
Twenty-five  of  the  projects  (25  percent)  involve  investments  by  smaller  U.S.  businesses  or 
cooperatives.  Small  businesses  also  benefit  tremendously  from  the  downstream  impact  of  many 
projects  supported  by  larger  companies  who  look  to  small  companies  as  suppliers  of  many 
essential  goods  and  services. 


Fiscal  1994  Projects 
by  Per-Caplta  Income 


Middle  Income 
61% 


Figure  4 


Development  Effects 

The  projects  assisted  by  OPIC  in  fiscal  1994  will  provide,  in  the  aggregate,  significant 
economic  and  social  benefits  for  developing  host  countries.  The  projects  will  generate  directly 
15,727  jobs  in  developing  countries,  of  which  3,774  will  be  management  and  professional 
positions.  Sixty  of  the  100  projects  are  joint  ventures  with  local  partners. 

Initial  local  expenditures  for  these  projects  are  projected  at  $3.7  billion.  Once  in 
operation,  the  projects  will  generate  an  estimated  $576  million  in  annual  export  earnings.  The 
enterprises  will  generate  $662  million  annually  in  taxes  and  duties. 

Environmental  and  Worker  Rights  Reviews 

All  projects  considered  for  OPIC  finance  and  insurance  are  subject  to  environmental 
review.  OPIC's  Environmental  Unit  performed  a  record  209  environmental  reviews  of 
prospective  finance  and  insurance  projects  in  FY  1994,  a  35  percent  increase  over  the  previous 
record  number  completed  in  FY  1993.  This  number  includes  some  very  complex  assessments, 
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including  power  plants,  forestry,  oil  and  gas  development  and  mining  projects.  Several  projects 
were  rejected  based  on  assessments  that  their  potential  environmental  impacts  would  violate 
provisions  of  the  Foreign  Assistance  Act. 

By  statute,  OPIC  is  required  to  notify  host  governments  of  the  potential  environmental 
hazards  sometimes  associated  with  certain  categories  of  projects  determined  by  OPIC  to  be 
environmentally  sensitive.  Six  such  notifications  were  provided  during  FY  1994.  These  included 
projects  involving  oil  and  gas  development,  coal-fired  power  production,  mining,  and  defense 
conversion.  In  all  cases,  OPIC  determined  that  the  projects  in  question  would  be  managed  in  an 
environmentally  sound  manner. 

In  FY  1994,  the  environmental  unit  monitored  six  projects  previously  insured  and/or 
financed  by  OPIC.  These  projects  were  found  to  be  in  compliance  with  investor  representations 
regarding  environmental  and  worker  health  and  safety  impacts.  In  addition,  site  visits  were  made 
to  three  additional  projects  as  part  of  OPIC  s  initial  environmental  assessment. 

Worker  rights  are  also  of  concern  to  OPIC.  Under  Section  23 1  of  the  Foreign  Assistance 
Act,  OPIC  is  prohibited  from  operating  its  programs  in  any  country  not  found  to  be  taking  steps 
to  adopt  and  implement  internationally  recognized  worker  rights  as  defined  in  the  Trade  Act  of 
1974.  The  President's  annual  determinations  of  eligibility  for  the  Generalized  System  of 
Preferences  (GSP)  on  worker  rights  grounds  guide  OPIC  in  this  regard.  Since  1987,  OPIC  has 
suspended  its  programs  in  eight  GSP  countries  on  worker  rights  grounds. 

With  respect  to  non-GSP  countries,  OPIC  makes  worker  rights  determinations  in 
consultation  with  the  Department  of  State  and  the  Department  of  Labor  for  any  country  whose 
policies  in  this  area  are  formally  challenged  at  the  Corporation's  annual  public  hearing.  OPIC 
programs  have  remained  suspended  in  the  Republic  of  Korea  (South  Korea)  on  this  basis  since 
1991. 


Conclusion 

OPIC  is  part  of  the  new  U.S.  foreign  policy.  OPIC  programs  mobilize  the  experience  and 
energy  of  the  private  sector  to  create  jobs  and  economic  growth  at  home  and  abroad  while 
promoting  U.S.  foreign  policy  goals. 

OPIC  has  an  excellent  record  of  achieving  positive  results  at  no  net  cost  to  the  taxpayer, 
but  there  is  much  more  to  do.  We  look  forward  to  working  with  this  Subcommittee  to  meet  this 
challenge  and  make  a  strong  program  even  better. 

Thank  you,  Mr.  Chairman.  I  look  forward  to  responding  to  questions  from  you  and  your 
colleagues. 
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Mr.  Callahan.  Mr.  Grandmaison. 

Mr.  Grandmai son's  Opening  Statement 

Mr.  Grandmaison.  Thank  you.  Thank  you  for  the  opportunity  to 
be  here  this  morning. 

Perhaps  if  I  could  pick  up  on  a  couple  of  the  points  that  my  col- 
leagues made. 

As  you  know,  TDA  invests  in  projects  at  an  earlier  stage  than 
either  Ex-Im  or  OPIC  get  involved.  We  really  see  ourselves  as  a 
small  venture  capital  company  where  we  put  a  little  money  into  a 
project  and  get  high  returns,  that  being  U.S.  exports  of  goods  and 
services.  In  1994,  we  did  125  feasibility  studies;  45  reverse  trade 
missions,  which  is  almost  one  a  week;  13  business  conferences;  10 
training  grants;  and  40  related  export  promotion  activities. 

Perhaps  to  add  to  my  testimony  that  I  submitted  to  you,  I  could 
share  some  specific  information;  in  two  cases,  legitimate  questions 
have  arisen  regarding  the  projects  our  Agency  invests  in.  And  the 
first  one  refers  to  something  that  Ken  (Brody)  mentioned. 

In  many  ways,  our  clients  are  the  U.S.  business  community,  the 
companies  themselves,  and  the  foreign  entities.  But  Ex-Im  and 
OPIC  are  also  our  clients,  and  if  we  invest  in  a  feasibility  study 
for  a  project  that  they  are  unwilling  to  finance,  then  all  we  have 
done  is  hire  consultants  who  have  accomplished  nothing. 

So  I  want  to  share  with  you  a  chart  which  shows  where  the  fi- 
nancing comes  from  for  U.S.  exports  associated  with  completed 
TDA  feasibility  studies.  And  what  it  shows,  as  you  will  see,  is  that 
to  date,  TDA's  investments  have  paid  dividends  by  supporting  $6 
billion  worth  of  U.S.  exports. 

Importantly,  36  percent  of  these  exports  have  been  financed  by 
a  host  country's  own  funds.  As  you  will  see  on  the  other  side  of  the 
pie  chart,  36  percent  have  been  financed  by  Ex-Im.  Bear  in  mind 
that  if  the  Japanese  do  the  feasibility  study  as  opposed  to  the  U.S. 
then  the  Japanese  are  going  to  provide  the  financing  for  it.  So  it 
is  the  TDA-financed  feasibility  study  that  positions  Ex-Im  to  be  in 
the  situation  where  it  could  finance  those  U.S.  exports. 

If  we  were  to  look  forward  over  the  next  year  and  a  half  or  two, 
we  could  expect  to  see  the  following  changes:  We  would  see  more 
financing  coming  from  the  World  Bank  and  the  regional  develop- 
ment banks  because  of  the  challenge  made  to  us  about  15  months 
ago  that  TDA  do  a  better  job  working  with  the  multinational 
banks;  a  recommendation  made  by  Mr.  Bereuter  on  the  House 
Banking  Committee. 

And  the  other  trend  that  would  begin  to  appear  on  the  chart 
would  be  financing  from  OPIC,  because  we  are  now  doing  more  pri- 
vate sector-type  of  projects  than  we  ever,  ever  did  before,  which  has 
everything  to  do  with  the  changing  dynamics  in  many  of  these 
countries  and  regions — whereas  before,  TDA  was  primarily  respon- 
sive in  the  public  sector  project  field,  more  and  more  projects  are 
opening  up  in  the  private  sector.  Virtually  all  of  our  investments 
in  the  NIS  are  in  the  private  sector  as  opposed  to  the  public  sector. 

The  other  chart  I  want  to  show  you  is  a  comparison  of  the  foreign 
competition  which  Ken  referred  to.  Perhaps  one  of  the  things  to 
keep  in  mind  is  that  we  are  not  in  this  business,  regrettably,  by 
ourselves.  It  would  be  a  lot  easier  if  that  were  the  case. 
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This  chart  provides  a  comparison  of  what  the  U.S.  invests  in  the 
narrow  field  of  infrastructure,  as  opposed  to  France,  Canada  and 
Japan,  measured  against  the  country's  gross  domestic  product. 

Now,  candidly,  we  are  not  suggesting  that  the  U.S.  should  be  in- 
vesting as  much  as  the  Japanese.  We  happen  to  believe  that  the 
challenge  is  to  work  smarter  in  order  to  be  more  effective  and  more 
focused  than  perhaps  they  are  in  programming  their  funds. 

But  the  fact  is  that  when  you  are  competing  for  a  major  project 
overseas  and  you  know  that  the  next  person  through  the  door  is 
going  to  offer  remarkably  low  financing,  as  the  Japanese  do,  for  ex- 
ample, that  takes  the  wind  out  of  one's  sails — i.e.  we  face  a  tough 
challenge  in  trying  to  be  of  assistance  to  U.S.  business  pursuing 
these  projects. 

In  the  past  two  years,  TDA  has  been  tracking  the  financing  deci- 
sions of  Ex-Im,  OPIC,  the  U.S.  business  community,  but  also  the 
multinationals,  and  so  on,  and  so  forth,  to  help  push  those  Amer- 
ican companies  through  the  door. 

And  that  is  basically  the  two  additional  bits  of  information  that 
I  wanted  to  share  with  you,  along  with  the  written  testimony 
which  I  have  submitted  for  the  record. 

Mr.  Callahan.  Can  you  provide  us  copies  of  those  for  the  record? 

Mr.  Grandmaison.  Yes,  certainly. 

[The  statement  of  Mr.  Grandmaison  follows  ] 
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Statement 

of 

J.  Joseph  Grandmaison 

Director  of  the  U.S.  Trade  and  Development  Agency 

Before  the  House  Appropriations  Committee 
Subcommittee  on  Foreign  Operations 

March  28, 1995 


Mr.  Chairman,  members  of  the  committee.   Thank  you  for  the  opportunity  to  be 
with  you  today  to  discuss  the  U.S.  Trade  and  Development  Agency  and  our  budget 
request  for  FY  1996. 

I  am  especially  pleased  to  be  with  my  colleagues  Ken  Brody  of  the  Ex-Im  Bank  and 
Ruth  Harkin  of  OPIC.   As  part  of  the  Trade  Promotion  Coordinating  Committee, 
our  agencies  have  been  working  closely  to  create  a  more  integrated  approach  for 
linking  U.S.  exports  with  development  abroad.   Given  the  increasing 
competitiveness  of  the  international  marketplace,  it  is  more  critical  than  ever  that 
we  coordinate  our  efforts  to  enable  U.S.  companies  to  compete  effectively,  and  we 
are  doing  just  that. 

TDA's  program  is  an  important  link  in  the  export  promotion  activities  of  the  U.S. 
Government.   The  facts  are  that: 

•  major  infrastructure  projects  of  developing  and  middle-income 
countries  offer  significant  opportunities  for  U.S.  exporters,  large  and  small; 

•  TDA  investment  in  these  projects  provides  market  entry  and 
exposure,  thus  helping  U.S.  companies  establish  a  position  in  sectors  that  would 
otherwise  be  very  difficult  for  them  to  penetrate; 
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•  other  industrialized  countries  spend  millions  and  millions  more  in 
helping  their  companies  win  major  projects  overseas; 

•  U.S.  companies  are  shut  out  when  non-U.S.  contractors  design  and 
develop  projects;  and 

•  TDA's  assistance  gets  U.S.  companies  involved  early  in  the  process, 
keeps  foreign  companies  from  "capturing"  the  projects,  and  increases  U.S.  exports 
and  jobs  here  at  home. 


Foreign  Competition 

We  need  to  recognize  the  degree  of  competition  U.S.  companies  face. 

First,  U.S.  companies  are  attempting  to  break  into  markets  long  dominated  by  their 
foreign  competitors.   U.S.  companies  operate  very  differently  from  foreign 
companies  in  these  markets.  Many  of  our  competitors  have  established  networks  in 
these  markets  where  they  have  been  operating  for  years;  they  are  often  vertically 
integrated,  enabling  them  to  bid  on  a  whole  range  of  project  activities;  and  they  are 
well  placed  to  refer  additional  business  to  other  companies  from  their  home 
country.  Additionally,  U.S.  companies  are  bound  by  the  Foreign  Corrupt  Practices 
Act;  our  competitors  are  not. 

Second,  while  the  U.S.  is  one  of  the  largest  overall  donors  of  foreign  assistance, 
other  foreign  governments  spend  millions  of  dollars  more  on  major  infrastructure 
projects  than  we  do.  According  to  a  recent  GAO  report  (GAO/GGD-94-9),  the  U.S. 
directs  only  $658  million  of  its  $11.2  billion  foreign  aid  program  to  major 
development  projects;  whereas  Japan,  with  a  total  foreign  aid  budget  of  $10.9  billion, 
directs  $5.7  billion  to  capital  projects;  Germany  targets  $1.4  billion  of  its  entire  $6.8 
billion  foreign  aid  budget  to  development  projects;  and  even  the  U.K.,  which  has  a 
foreign  assistance  budget  of  only  $3.2  billion,  outspends  the  U.S.  in  development 
project  assistance  with  a  budget  of  $842  million. 

It  is  clear  that  our  foreign  competitors,  including  the  Japanese  and  the  Europeans, 
recognize  that  these  major  projects  represent  important  market  opportunities,  and 
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they  have  established  sizeable  and  sophisticated  financing  programs  to  assist  their 
firms.  For  feasibility  studies  alone,  the  Japanese  Government  has  a  budget  of  $219 
million,  and  it  has  billions  of  dollars  in  financing  assistance  for  design  and 
implementation  of  these  projects. 

Finally,  the  foreign  assistance  activities  of  other  donors  are  particularly  integrated 
and  proactive  on  behalf  of  their  companies.  Under  the  TPCC  leadership,  the  export 
promotion  agencies  of  the  federal  government  have  formed  an  advocacy  group  to 
assist  U.S.  companies  in  exporting  to  key  markets  and  projects.   But  the  U.S. 
Government  does  not  negotiate  with  foreign  governments  to  put  a  "lock"  on  major 
development  projects  as  do  the  French  by  providing  comprehensive  financing;  nor 
do  we  sit  down  with  recipient  countries  to  identify  their  infrastructure  projects,  and 
develop  an  annual  aid  package  for  these  projects  like  the  Germans,  Italians,  or  the 
Japanese. 

U.S.  companies  need  a  partnership  with  the  U.S.  Government  if  they  are  not  to  be 
left  behind  as  foreign  competitors  aggressively  go  after  these  developing  markets. 
Instead  of  competing  on  the  scale  of  our  competitors'  foreign  aid  programs,  the  U.S. 
seeks  to  determine  where  strategically  placed  assistance  can  turn  the  project  towards 
the  U.S. 

In  this  context,  TDA's  program  provides  a  nominal  amount  of  grant  assistance  to 
the  host  country  to  hire  U.S.  expertise  in  the  early  planning  stages  of  major 
infrastructure  and  industrial  projects,  and  this  keeps  the  foreign  competition  from 
"capturing"  the  project  at  this  stage  and  locking  out  U.S.  firms. 

Approximately  77%  of  TDA's  budget  is  used  to  fund  feasibility  studies.  TDA  also 
supports  other  activities  such  as  orientation  visits,  training  grants,  and  various 
forms  of  technical  assistance  linked  to  project  development. 

We  also  work  with  Ex-Im  Bank  and  OPIC  to  determine  whether  financing  for  the 
project  will  be  available,  with  the  U.S.  Ambassador  to  determine  what  other 
demonstration  of  government  support  may  be  needed,  and  with  the  U.S.  business 
community  to  inform  them  of  the  potential  export  opportunities  associated  with 
the  project.   In  this  way,  TDA  funding  is  often  the  least  expensive  way  for  the 
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United  States  to  gain  access  to  the  export  opportunities  which  these  projects  present. 
Following  are  examples  of  a  few  noted  successes  resulting  from  TDA  assistance: 

•Harza  (Venezuela)  -  In  August  1989,  TDA  provided  funding  for  a 
feasibility  study  of  the  Hueque-Barrancas  hydropower  project,  which  was  performed 
by  Harza  Engineering  of  Chicago.  As  a  result  of  this  work,  Harza  won  several  multi- 
million  dollar  water  supply  contracts  in  Venezuela  and  dozens  of  smaller  American 
equipment  suppliers  won  additional  procurement  contracts.  Four  small  companies 
in  particular  benefited  from  this  project: 

-  Laval  Underground  Survey  of  Fresno,  California,  won  a  $90,000 
contract  to  supply  video  surveying  equipment  to  the  project,  and  won  three  follow- 
on  contracts  worth  an  additional  $270,000. 

-  Columbiana  Boiler  Company  of  Ohio  made  its  first  sale  of  chlorine 
transportation  tanks  to  the  Hueque  project,  and  went  on  to  win  $2.2  million  in 
follow-on  work. 

-  Houston's  Girard  Industries,  a  17-person  manufacturer  of  internal 
pipeline  cleaners,  supplied  $100,000  worth  its  product  to  the  project,  and  has  another 
$150,000  in  contracts  pending.   These  sales  represented  a  significant  portion  of 
Girard's  international  business  for  that  year. 

-  California-based  McLellan  Equipment  sold  $3.6  million  in  water  and 
mechanics  service  trucks  to  the  Hueque  project,  and  will  now  be  teaming  up  with 
Harza  to  carry  out  a  TDA-funded  feasibility  study  in  Gaza. 

Even  in  the  NIS,  where  TDA's  program  is  still  very  new,  we  are  beginning  to  see  the 
results  of  our  investment: 

•McDermott  (Russia  Far  East)  -  TDA  provided  partial  funding  for  a 
study  of  conversion  of  the  Amur  Shipyard  from  the  production  submarines  for  the 
Soviet  Fleet  to  the  production  of  offshore  petroleum  platforms.    McDermott 
International,  Inc.  of  Louisiana  carried  out  the  study  and  has  now  signed  two  joint 
ventures  with  the  Shipyard  to  implement  the  project.    Anticipated  U.S.  exports 
from  these  deals  will  be  over  $60  million. 

•  hummus  Crest  (NIS)  -  TDA  provided  partial  funding  for  a  study  on 
the  modernization  of  the  Perm  oil  refinery  which  was  performed  by  Lummus  Crest 
in  New  Jersey.   As  a  result,  Perm  has  already  signed  contracts  totaling  $21  million 
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for  U.S.  technology  licenses  and  engineering  services.   In  addition,  an  Ex-Im  Bank 
guarantee  has  been  approved  for  the  next  phase  of  the  project,  amounting  to  $96 
million  in  U.S.  goods  and  services. 


How  TDA  operates 

TDA's  program  is  a  catalyst  for  commercial  collaboration  between  U.S.  firms  and 
public  or  private  foreign  entities.  TDA  signs  the  grant  agreement  directly  with  the 
foreign  government  or  the  foreign  private  entity.   The  host  entity  is  responsible  for 
hiring  the  U.S  expertise  for  planning  the  project  and  the  host  country  retains 
ownership  over  the  project  development  and  major  procurement  decisions.    This 
feature  distinguishes  our  program  from  the  European  and  Japanese  models,  which 
fail  to  involve  the  host  nation  in  the  selection  of  the  contractor  or  in  the  actual 
preparation  of  the  feasibility  study.  Thus,  to  the  project  sponsor,  TDA's  grant  is 
often  preferable  to  the  "tied"  assistance  of  other  countries;  it  creates  a  closer  bond  or 
partnership  between  the  project  sponsor  and  the  U.S.  company. 


TDA's  program  activities  are  organized  into  five  geographic  regions: 

•  Africa  &  the  Middle  East 

•  Asia  &  the  Pacific 

•  Central  Europe 

•  Latin  America  &  the  Caribbean 

•  Newly  Independent  States 

Traditionally,  TDA  has  funded  feasibility  studies  on  infrastructure  projects  in  such 
areas  as  energy,  transportation,  telecommunications,  natural  resources,  and  the 
environment.    Financing  for  these  projects  when  they  are  implemented  typically 
comes  from  the  multilateral  development  banks,  such  as  the  World  Bank,  EBRD, 
and  the  African  Development  Bank,  as  well  as  from  the  Ex-Im  Bank.   In  the  last  few 
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years,  TDA  has  seen  an  increasing  number  of  private  sector  projects,  particularly  in 
the  former  Soviet  Union  where  the  NIS  program,  for  foreign  policy  reasons,  differs 
significantly  from  TDA's  traditional  program.   These  projects  will  be  financed  by 
private  investors,  the  International  Finance  Corporation  (IFC),  and  the  Overseas 
Private  Investment  Corporation  (OPIC). 

Let  me  take  this  opportunity  to  discuss  the  NIS.   Our  NIS  program  reflects  U.S. 
Government  foreign  policy  emphasis  on  private  trade  and  investment  in  these 
countries  and  the  special  problems  U.S.  companies  experience  in  market  entry. 
TDA's  program  in  the  NIS,  which  began  in  1992,  has  increased  dramatically  in  the 
past  three  years,  and  it  is  where  we  have  seen  the  largest  increase  in  private  sector 
projects.   In  these  cases,  U.S.  companies  want  TDA  support  less  to  level  the  playing 
field  against  stiff  foreign  competition,  than  to  1)  share  the  risk  in  the  early,  uncertain 
stages  of  project  development  in  a  high-risk  environment  and  2)  demonstrate  to  the 
local  potential  joint  venture  partner  U.S.  Government  support  for  the  proposed 
activities.   TDA  requires  these  companies  to  cost-share  the  cost  of  the  feasibility 
study,  which  in  effect  is  a  "fee  for  service."  Cost-sharing  has  many  advantages.   It 
enables  TDA  to  stretch  its  dollars  to  expand  its  program  coverage  and  impact.   More 
importantly,  cost-sharing  is  an  important  tool  to  help  TDA  sort  out  the  serious 
investors  from  those  who  are  not  serious  about  pursuing  a  project. 

But  cost-sharing  may  not  be  a  complete  answer  to  the  Committee's  interest  in 
having  TDA  recoup  more  of  its  program  costs.  Thus,  we  have  carefully  looked  at 
the  issue  of  requiring  U.S.  companies  to  reimburse  TDA  for  our  grants.   We  believe 
that  in  certain  situations  reimbursement  would  be  reasonable  and  prudent, 
particularly  when  a  U.S.  company  is  an  investor,  as  is  most  often  the  case  in  the 
NIS,  and  can  anticipate  a  substantial  return  on  its  investment  in  the  near  future. 
We  will  be  implementing  a  reimbursement  initiative  as  of  May  1st. 

In  summary,  TDA  plays  a  unique  and  important  role  in  generating  exports  and 
creating  jobs  here  in  the  U.S.   With  a  relatively  small  amount  of  grant  assistance  to 
host  countries,  TDA  grants  enable  U.S.  firms  to  get  their  foot  in  the  door.   This 
assistance  injects  U.S.  Government  interest  into  a  major  project  at  the  earliest  stage, 
and  potentially  influences  the  project  sponsors  in  a  pro-U.S.  direction  on 
construction  management  and  equipment  or  technology  procurement  decisions.    In 
other  words,  TDA  positions  U.S.  companies  to  take  the  next  step. 
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It  is  clear  that  TDA's  role,  however  important,  is  nonetheless  limited.   In  order  for 
the  companies  to  be  successful  in  winning  follow-on  contracts,  they  must  continue 
to  put  in  considerable  time,  effort  and  their  own  resources.   To  obtain  the  follow-on 
business  they  must  often  compete  successfully  on  World  Bank  or  other  multilateral 
development  bank  tenders,  or  they  must  help  the  host  government  to  secure 
government  guaranteed  financing  such  as  Ex-Im  Bank  loans  or  they  must  arrange 
non-recourse  financing  from  Ex-Im  Bank,  the  IFC,  OPIC,  and  commercial  lenders. 
U.S.  companies  generally  have  invested  considerable  resources  before  seeking  TDA 
assistance. 

TDA's  Gets  Results 

Since  its  inception,  thousands  of  firms  have  participated  directly  or  indirectly  in 
TDA-funded  activities.   An  analysis  of  TDA's  records  during  the  1982-1992  period 
indicates  that  more  than  $6  billion  in  U.S.  exports  have  gone  to  projects  in  which 
TDA  was  involved  in  the  initial  stages.   This  is  more  than  25  times  the  total  amount 
of  funds  expended  by  TDA,  and  translates  into  thousands  of  jobs  for  Americans. 
Small  companies  as  well  as  large  companies  located  all  over  the  United  States  have 
benefited  by  exporting  to  projects  in  which  TDA  was  initially  involved.   We  take 
pride  in  the  fact  that  small  businesses  are  the  prime  contractors  on  nearly  20%  of  all 
TDA-funded  feasibility  studies. 

As  you  know,  the  Administration  has  requested  $67  million  for  FY  1996  for  TDA 
activities.  This  year's  budget  request  includes  funding  for  the  NIS  which  in 
previous  years  was  provided  as  transfers.  TDA  is  eager  to  continue  to  meet  the 
needs  of  the  U.S.  business  community,  and  to  work  with  Congress  and  with  the 
Members  of  this  committee  to  improve  the  effectiveness  of  our  program. 
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Mr.  Callahan.  Well,  thank  you  very  much. 

DOWNSIZING 

There  is  no  need  to  belabor  what  all  of  you  said,  and  what  I  said 
in  my  opening  statement.  We  are  going  through  sort  of  a  historic 
change  in  what  we  perceive  as  foreign  investment  and  a  recogni- 
tion suddenly  that  there  is  an  opportunity  to  create  more  jobs 
through  innovation,  through  whatever,  if  we  can  just  find  the  vehi- 
cle to  get  our  products  exported  to  these  foreign  countries. 

The  three  of  your  agencies  are  integral  parts  of  that  process.  But 
we  are  faced  at  the  same  time  with  another  interesting  time  in  his- 
tory when  the  government  has  been  demanded  to  be  downsized  by 
the  American  people.  They  are  saying  to  cut  back.  So  we  have  got 
to  convince  the  American  people  that  we  have  a  role  to  play  in  this 
international  finance  game  if  we  are  going  to  be  a  participant  in 
the  developing  countries,  in  the  undeveloped  countries,  of  trans- 
porting our  jobs,  in  a  sense,  to  them  by  increasing  our  employment 
capabilities. 

CAPITALIZATION 

With  respect  to  your  bank,  frankly,  we  are  going  to  have  to  look 
at  the  facts.  Just  like  any  other  bank,  there  must  come  a  time 
some  day  when  the  capitalization  is  sufficient.  If  you  are  investing 
in  a  bank  in  Mobile,  Alabama,  or  in  Birmingham,  Alabama,  the  in- 
vestors put  up  money  and  they  expect  some  return  on  that  invest- 
ment. The  return  on  your  investment  is  jobs  and  the  creation  of 
new  jobs.  But,  ultimately,  we  are  going  to  get  to  the  point  where 
the  stockholders  are  saying:  Is  there  no  end  to  this  capitalization? 
What  is  the  maximum  capitalization?  Are  we  going  to  say  spend 
whatever  Japan  is  spending  or  whatever  France  is  spending  on  a 
comparable  agency? 

Some  day  we  have  got  to  recognize  that  the  capitalization  of  Ex- 
Im  Bank  is  going  to  reach  some — I  mean,  we  could  justify  it  by  say- 
ing if  we  reinvest  a  million  dollars,  we  get  back  24  million  in  jobs, 
or  whatever  the  figures  are.  We  can  justify  that,  but  sooner  or  later 
we  have  got  to  recognize  that  this  is  money  on  top  of  money.  That 
we  gave  you  a  million  dollars  last  year  and  we  expected  $24  mil- 
lion. And  now  you  want  another  24,  and  yet  you  are  still  saying 
24  million.  There  ought  to  be  48  million  this  year  if  that  is  the 
case,  if  you  are  investing  this  money  and  it  is  being  repaid,  then 
there  ought  to  be  some  recognition  that  some  day  the  capitalization 
of  your  bank  must  reach  a  level  of  fullness. 

But  we  cannot  reinvent  government  between  now  and  the  time 
we  mark  up  or  even  draft  the  markup  of  our  bill,  and  we  do  not 
intend  to  do  that.  It  is  just  something  that  we  have  got  to  begin 
looking  at  because  sooner  or  later  you  cannot  just  say,  $24  million 
for  $1  million.  You  have  got  to  recognize  that  all  the  millions  of  dol- 
lars that  we  have  invested  in  Ex-Im  in  the  form  of  capitalization 
some  day  has  got  to  reach  some  degree  of  fullness. 

With  OPIC,  I  am  well-pleased  with  what  I  have  read  and  what 
I  see  with  your  Agency.  I  think  we  have  got  to  redirect  our  efforts 
to  go  through  Ex-Im,  as  well  as  OPIC. 

We  have  got  to  redirect  our  efforts  for  less  capital  needs.  And  you 
bring  back  capital,  you  do  not  just  send  it  out.  But  to  redirect  our 
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efforts  to  participate,  in  a  sense  that  is  somewhat  smaller  than 
what  we  are  doing  today. 

As  I  see  it,  talking  to  both  large  investors  that  we  had  last  week, 
and  small  investors  that  come  through  our  office  wanting  to  sell 
hula-hoops,  they  are  not  so  concerned  about  the  money.  They  are 
not  looking  for  a  bank  to  lend  them  money  that  another  bank  will 
not  advance  to  them.  They  are  looking  for  security,  for  some  type 
of  insurance  where  they  can  go  to  their  local  bank  and  say  to  their 
local  bank,  I  have  some  viable  project  that  is  going  to  be  repaid 
this  way. 

And  what  they  need  from  you  and  United  States  is  participation 
to  the  extent  that  gives  them  some  viability,  some  assurance  that 
some  foreign  country  is  not  going  to  change  their  form  of  govern- 
ment tomorrow  and  take  over  the  assets  that  they  have  pledged  to 
borrow  from  the  bank,  the  local  source.  So  we  have  got  to  partici- 
pate better.  And  I  don't  mean  participate  in  being  a  percentage,  a 
partner  in  the  venture,  but  participate  to  the  extent  that  10  per- 
cent guarantee  is  sufficient  for  them  to  get  local  financing. 

The  same  with  your  Agency,  and  that  is  to  make  certain  that  the 
name  of  your  Agency  is  so  solid  and  such  a  prestigious  thing,  that 
any  bank  would  be  willing  to  participate  in  a  foreign  investment 
simply  because  you  give  them  the  guarantee  at  a  reasonable  cost, 
reasonable  with  respect  to  foreign  competition. 

If  the  Japanese  are  doing  it  and  the  French  are  doing  it,  we  want 
you  to  make  money,  but  we  do  not  want  you  to  give  the  Lloyds  of 
London-type  stamp  of  approval  at  a  cost  that  is  so  great  that  it  is 
going  to  impact  competitive  problems  with  respect  to  what  the  Jap- 
anese and  the  French  are  doing. 

With  respect  to  TDA,  I  have  discussed  it  with  you,  and  the  pri- 
mary thing  is  maybe  recapturing  some  of  this.  While  we  do  want 
to  recapture  some  of  the  investment,  if  we  are  going  to  use  agency 
as  a  marketing  tool  for  private  investors  to  go  overseas,  we  want 
to  recapture  it,  if  possible,  but  we  do  not  want  to  make  the  recap- 
turing so  cost-conscious  that  it  would  give  a  foreign  company  the 
advantage. 

We  have  a  great  opportunity  at  this  time  in  our  history  to  ex- 
pand worldwide.  It  has  never  been  greater.  There  has  never  been 
more  interest.  There  has  never  been  more  willingness  on  the  part 
of  the  American  people  to  recognize  this. 

We  have  got  to  separate  your  agencies  and  all  of  the  multilateral 
banks  as  well,  from  foreign  aid.  Arid  we  talked  about  this  last  week 
briefly  in  committee.  And  maybe  not  this  year,  but  maybe  next 
year,  we  are  going  to  go  ahead  and  break  this  out  and  let  this  be 
foreign  investment,  export  enhancement,  something  other  than  for- 
eign aid,  because  it  is  still  thrown  into  foreign  aid. 

So  we  have  the  recognition,  we  have  the  rationale  of  your  Agen- 
cy, which  this  entire  committee  agrees  with.  We  have  a  publicity 
job  to  do  to  convince  the  American  people  that,  isn't  the  Congress 
a  smart  group  of  men  and  women  who  are  investing  this  money 
and  creating  these  jobs?  We  have  to  educate  the  American  people 
on  what  you  are  doing. 

And  at  the  same  time,  we  have  to  downsize  spending.  So  we  have 
a  dilemma  and  we  want  to  do  what  we  can  for  all  of  you,  and  recog- 
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nize  that,  at  least  in  the  mark,  we  are  not  going  to  be  able  to  fulfill 
your  requests  totally. 

But  we  are  not  going  to  do  anything,  to  the  best  of  my  knowl- 
edge, that  is  going  to  destroy  you  or  impede  your  ability  to  assist 
American  companies  to  export  some  of  our  jobs  and  commodities  to 
balance  our  trade  situation,  to  make  certain  that  we  grow  and  we 
grow  more  rapidly,  and  that  we  are  not  perceived  talking  about  the 
government  as  the  enemy. 

You  mentioned  the  Japanese  and  what  they  are  doing.  The  Japa- 
nese work  with  their  people.  The  American  Government  is  the 
enemy.  They  are  the  adversary.  And  we  have  to  do  something  to 
work  more  closely  with  American  business  to  recognize  that  our  ex- 
pansion capability  for  American  expertise  and  jobs  is  in  a  foreign 
market.  I  mean,  that  is  where  the  big  growth  is.  So  you  are  all 
going  to  play  a  big  important  part  in  that  and  we  want  to  help  you. 

We  want  to  convey  the  message  to  the  American  people  that  we 
are  doing  the  right  thing.  And  we  want  to  make  sure  that  we  are 
doing  the  right  thing,  and  that  is  why  we  are  going  to  look  more 
closely  at  every  one  of  your  operations.  We  are  going  to  make  cer- 
tain you  are  not  flying  first  class,  unless  it  is  by  frequent  fliers. 

We  are  going  to  watch  you.  We  are  going  to  monitor  you.  But  at 
the  same  time,  we  are  going  to  insist  that  the  American  people  be 
convinced  that  you  are  doing  the  best  that  you  can  do  with  the  dol- 
lars that  we  have  available. 

So  I  am  sorry  to  be  so  long. 

Mr.  Wilson. 

Mr.  Wilson.  Mr.  Chairman,  thank  you. 

I  want  to  ask  a  short  question,  Mr.  Brody. 

MOST  ACTIVE  COUNTRIES 

What  country  do  you  have  the  most  activity  in  right  now  as  far 
as  loan  applications  or  surveys  or  actual  people  on  the  ground? 

Mr.  Brody.  In  fiscal — let  me  answer  that  in  a  number  of  dif- 
ferent ways. 

Mr.  Wilson.  Not  too  many. 

Mr.  Brody.  Very  short.  In  fiscal  1994,  Brazil  had  the  most  activ- 
ity or  authorizations  under  our  programs.  Close  but  not  exactly  in 
the  same  order  were  Mexico,  China  and  Russia. 

Mr.  Wilson.  Not  India? 

Mr.  Brody.  Not  India.  In  each  of  these  countries  Ex-Im  Bank 
provided  over  a  billion  dollars  in  authorization. 

The  other  countries  that  have  been  in  that  mix  over  the  1992  to 
1994  time  period  include  Venezuela  and  India,  and  there  may  be 
one  or  two  other  countries.  So  those  are  the  most  active  countries. 

The  biggest  exposure  we  have  is  in  Mexico.  China  became  the 
most  active  country  in  fiscal  1994  in  Asia,  going  to  $1.1  billion,  up 
60  percent  from  the  year  prior.  We  are  starting  to  see  a  lot  more 
activity  in  India. 

Mr.  Wilson.  Okay.  Thank  you. 

I  just  want  to  tell  you  as  an  aside,  that  in  my  hometown,  our 
largest  industry  makes  oil  field  pumping  units,  and  they  have  tried 
hard  to  sell  them  in  Russia  and  in  the  Newly  Independent  States. 
We  have  not  had  any  luck.  It  is  not  the  fault  of  the  Ex-Im  Bank, 
because  their  efforts  have  been  just  extraordinary.  It  started  under 
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the  last  administration  of  Mr.  Lawson,  you  might  know  that.  And 
we  certainly  think  you  all  have  gone  the  extra  mile  and  really  tried 
your  best. 

Mr.  BRODY.  Thank  you. 

Mr.  Wilson.  It  has  just  been  that  you  cannot  find  anybody  in 
Russia  to  sign  the  damn  contract. 

You  know,  OPIC  has  the  reputation — of  returning  money  to  the 
treasury.  I  know  that  you  deserve  some  of  this,  too,  and  I  just  want 
to  give  you  an  opportunity  to  say  it.  What  is  your  balance?  What 
do  you  return  to  the  Treasury  in  relation  to  what  we  appropriate? 

Mr.  BRODY.  We  are  not  in  the  same  fortunate  position  that  OPIC 
has  created  for  itself. 

Mr.  Wilson.  No,  but  you  want  to  get  credit  for  it. 

Mr.  Brody.  The  amounts  that  we  have  had  budgeted  in  recent 
years  are  in  the  $700-  to  $800-million  area. 

BUDGET  REQUEST 

Mr.  WILSON.  What  is  the  budget  request  this  year?  $800? 

Mr.  Brody.  Eight  hundred  twenty-three  million  for  our  so-called 
subsidy  budget.  And  another  47  million  for  our  administrative 
budget. 

The  amounts  that  we  return  have  been  less  than  $100  million  a 
year. 

Mr.  Wilson.  And  that  is  up? 

Mr.  Brody.  That  is  off  of  loans,  which  are  estimated  to  make  a 
profit,  as  opposed  to  make  a  loss,  or  guarantees,  or  insurance, 
which  are  estimated  to  make  a  profit.  So  into  the  budget  calcula- 
tion there  is  a  return.  And  then  as  time  goes  along  when  the  actual 
deals  work  out,  I  think  we  have  seen  some  reversal  of  the  budgeted 
amounts. 

Having  said  that,  because  of  the  fact  that  our  budget  system,  the 
Credit  Reform  Act,  is  relatively  new,  and  most  of  our  activity,  other 
than  insurance  and  working  capital  program,  is  relatively  long- 
term,  there  has  not  been  enough  time  to  get  the  same  sort  of  re- 
cording to  make  it  comparable  to  OPIC.  But  my  guess  is  when 
there  is  that  amount  of  time,  the  record  will  not  be  as  good  as 
OPIC's  on  that  score. 

LEVERAGE 

Mr.  Wilson.  Would  you  say  that  15  to  1  is  a  pretty  good  ballpark 
figure  for  what  you  are  able  to  leverage? 

Mr.  Brody.  The  leveraging  on  average  today  is  on  the  order  of 
20  to  1. 

Mr.  WILSON.  Twenty  to  one. 

Mr.  Brody.  In  general,  relative  to  the  rest  of  our  business,  the 
leverage  has  increased  substantially.  But  what  we  have  done  is  to 
go  into  riskier  markets  and  thereby  reduce  the  leverage.  If  you  took 
out  the  fact  that  we  went  into  a  number  of  riskier  markets  over 
the  last  year  and  a  half  to  expand  the  opportunities  for  U.S.  ex- 
porters, one  would  have  seen  a  substantial  increase  in  that  20  to 
1  ratio  going  into  the  riskier  markets  puts  it  back  down  to  the  20 
to  1. 
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Mr.  Wilson.  Of  course,  on  some  of  that  you  are  more  or  less  fol- 
lowing administration  policy  really.  To  the  NIS,  for  instance?  I 
mean,  that  it  is  a  government  policy  that  you  will  go  into  those 
riskier  markets  because  we  are  trying  to  help  the  Independent 
States? 

Mr.  Brody.  Even  aside  from  that  policy,  one  of  the  policies  that 
we  set  at  the  Ex-Im  Bank  was  to  significantly  expand  the  openness 
of  markets,  not  just  in  NIS,  but  around  the  world.  Drawing  a 
bright  red  line  beyond  where  we  would  not  go,  but  at  the  same 
time  doing  more  and  being  more  open  in  more  markets. 

We  opened  ourselves  in  approximately  40  markets  where  we  ex- 
tended from  either  short-term  to  medium-term,  or  medium-term  to 
long-term,  thereby  giving  much  more  opportunities  to  U.S.  export- 
ers, more  than  just  the  NIS. 

Mr.  Wilson.  I  would  like  to  take  a  second  and  ask  Ms.  Harkin, 
we  are  all  big  fans  of  OPIC,  but  I  am  always  fascinated  by  the  fact 
that  you  all  get  more  money  out  than  we  put  out.  Have  you  got 
anything  that  you  could  simply  show  us? 

It  is  awfully  hard  for  us  as  appropriators  to  realize  that  there  is 
some  place  that  we  appropriate  money  and  we  get  more  back  than 
we  put  in. 

Mr.  Callahan.  Congress;  they  get  more  out  of  us  for  what  little 
they  pay  us. 

Mr.  Wilson.  That  is  right.  Except  for  Members  of  Congress.  That 
is  right. 

But  how  does  that  work? 

Ms.  HARKIN.  If  I  understand  your  question  correctly;  our  primary 
income  is  generated  by  our  insurance  program,  wherein  we  are 
charging  American  companies  premiums  for  risk  mitigation.  And 
as  you  know,  we  have  pretty  much  of  a  monopoly  on  providing 
long-term  insurance  against  expropriation  and  political  violence. 

We  have  had  some  insurance  claims  over  the  years,  but  through 
aggressive  recovery  and  salvage  we  have  paid  out  only  $18.3  mil- 
lion in  net  claims.  As  a  matter  of  fact,  just  within  the  last  couple 
of  months  because  of  our  negotiations  with  Vietnam,  we  received 
some  money  back  from  some  claims  that  we  had  with  them. 

Mr.  Wilson.  Are  you  doing  business  with  them  now? 

VIETNAM 

Ms.  Harkin.  We  are  not  currently  doing  business  with  Vietnam. 
As  I  understand  it,  the  State  Department  is  taking  a  look  at  both 
the  feasibility  of  Ex-Im,  OPIC  and  TDA,  all  three  of  us,  doing  busi- 
ness at  some  point  in  Vietnam  as  we  move  towards  establishing 
diplomatic  relationships. 

Mr.  Wilson.  Is  this  your  policy,  or  the  administration's  policy,  or 
was  it  established  by  Congress? 

Ms.  Harkin.  This  is  all  in  conjunction  with  the  Administration 
as  well  as  the  Congress  as  we  move  towards  establishing  relations 
with  Vietnam.  I  would  have  to  say  that  I  think  all  three  agencies 
have  quite  a  bit  of  interest  in  investing  in  many  parts  of  Asia,  and 
particularly  in  Vietnam.  So  if  we  were  open  for  business  today  in 


368 

Vietnam,  I  could  probably  tell  you  what  the  first  four  or  five 
projects  might  be  just  because  of  the  interest  that  has  been  shown. 

Mr.  Wilson.  Did  you  say  that  you  returned  $167  million  to  the 
Treasury  last  year? 

Ms.  Harkjn.  Yes,  that  is  correct. 

Mr.  Wilson.  And  how  big  was  your  appropriation? 

Ms.  Harkin.  Our  direct  subsidy  appropriation  for  FY  1994  was 
$9  million.  In  addition,  we  had  a  transfer  of  $13  million  in  subsidy. 

Mr.  Wilson.  And  this  year  it  is  $33  million,  I  believe. 

Ms.  Harkin.  Yes,  and  we  are  making  a  FY  1996  request  for  $34 
million. 

Mr.  Packard.  Will  the  gentleman  yield? 

I  read  in  your  testimony  that  you  are  requesting  $45  million. 

Ms.  Harkin.  Right. 

Mr.  Packard.  In  addition  to  your  $34  million. 

Ms.  Harkin.  Yes,  the  $34  million  is  for  our  global  subsidy  of  our 
finance  program.  The  $45  million  is  the  specific  additional  subsidy 
for  OPIC  to  function  in  the  former  Soviet  Union. 

Mr.  Packard.  So  the  136  that  you  returned  to  the  Treasury 

Ms.  Harkin.  Was  based  on  the  global  subsidy. 

Mr.  Packard.  Only? 

Ms.  Harkin.  Yes.  I  am  sorry,  it  is  everything. 

Mr.  Packard.  So  you  would  subtract  the  79  million  from  that  to 
determine  what  the  profit  was?  Or  is  it  the  136  profit? 

Mr.  Wilson.  One  hundred  sixty-seven  million. 

Mr.  Packard.  Oh,  167. 

Ms.  Harkin.  Yes,  all  the  subsidies  are  taken  into  account. 

Mr.  Packard.  Thank  you. 

Mr.  Wilson.  I  think  we  will  leave  it  at  that. 

And  thank  you  for  your  indulgence,  Mr.  Chairman. 

Following  what  Mr.  Packard  said,  that  in  addition  to  the  influ- 
ence that  some  of  these  loans  have  had  in  the  countries  that  they 
are  involved  in,  and  in  addition  to  the  exports  that  you  have  stimu- 
lated, and  the  American  jobs  that  you  have  created,  you  gave  us 
back  31  million  more  than  you  got,  so  that  is  not  a  bad  deal. 

Thank  you,  very  much. 

Mr.  Callahan.  Mr.  Packard,  you  want  to  go  ahead? 

OPIC  PROJECT  STATUS 

Mr.  Packard.  Thank  you  very  much,  Mr.  Chairman. 

It  is  a  pleasure  to  have  all  three  of  you  here  to  testify.  This  is 
quite  refreshing  to  find  that  we  do  have  some  agencies  that  are 
making  a  profit. 

Ms.  Harkin,  if  your  Agency  had  the  $200  million  limit  re- 
moved  

Ms.  Harkin.  Per  project? 

Mr.  Packard.  Per  project.  If  that  were  removed,  would  that  be 
a  benefit  or  a  hinderance  to  your  program? 

Ms.  Harkin.  That  would  be  a  hinderance  to  our  program.  When 
I  first  arrived  at  OPIC,  we  had  a  $50  million  limit  per  project  in 
our  finance,  and  I  discovered  that  that  was  a  discretionary  action 
of  the  President  of  OPIC,  and  so  I  increased  it  to  200  million. 

Mr.  Packard.  Has  that  helped  you? 
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Ms.  Harkin.  Yes,  and  specifically  why  I  did  it  was  because  of  the 
opportunities  available  globally  for  American  private  investment  in 
the  infrastructure  area. 

Mr.  Packard.  Why  not  lift  it  to  400  million,  then? 

Ms.  Harkin.  Because  when  you  look  at  the  balance  of  our  port- 
folio, we  have  a  limited  supply  of  lending  resources  to  deal  with 
and  we  want  to  not  just  do  six  huge  projects.  We  also  are  very  re- 
sponsive to  the  small  business  community.  And  so  we  are  trying  to 
keep  a  balance. 

Mr.  Packard.  Thank  you. 

EX-IM  LOSS  ACCOUNTABILITY 

Mr.  Brody,  you  indicated  in  your  questions,  or  answers  to  some 
of  the  questions,  that  your  budget  request  is  about  $870  million  if 
you  add  all  the  components,  and  you  are  returning  to  the  Treasury 
less  than  $100  million.  What  accounts  for  those  losses?  Is  it  bad 
loans?  Is  it  the  high  risk  that  you  are  working  in?  What  do  you  ac- 
count for  those  losses? 

Mr.  Brody.  To  start  out  with,  our  budget  is  an  estimation,  not 
actual  losses.  It  is  an  estimation  of  the  losses  that  we  are  expected 
to  incur  on  the  guarantees,  insurance,  and  direct  loans  that  we 
make.  For  instance  of  the  2,400  transactions  we  authorized  last 
year,  we  expect  most  of  these  deals  to  contain  some  loss.  However, 
some  of  the  cases  have  expected  gains.  But,  as  time  goes  along,  we 
see  how  it  actually  works  out. 

It  looks  like  at  first  read  of  the  last  couple  years'  experience  is 
that  our  estimate  now  of  loss  history  is  a  lower  estimate  than  at 
the  time  we  entered  into  the  budget.  Having  said  that,  the  fun- 
damental reason  that  we  incur  losses  is  because  we  are  lending 
into  high-risk  countries,  and  within  some  degree  of  reason,  we  have 
to  be  competitive  with  the  lending  rates  that  our  competitors  give 
their  companies. 

If  we  were  not  competitive,  and  therefore  priced  our  guarantees, 
insurance  and  loans  so  that  we  were  not  going  to  incur  any  losses, 
the  amount  of  American  exports  would  be  substantially  diminished 
because  the  orders  would  go  to  foreign  companies  supported  by 
their  governments. 

Mr.  Packard.  I  understand  that.  Do  you,  then,  as  you  write  your 
guarantees,  loans  and  insurance,  do  you  write  those  with  a  pre- 
conceived notion  that  you  are  going  to  lose? 

Mr.  BRODY.  Yes,  the  answer  is  yes,  because  the  level  of  pricing 
is,  in  many  ways,  determined  by  the  level  of  pricing  of  the  competi- 
tors. 

Mr.  Packard.  And  your  competitors,  do  they  write  it  under  the 
same  general  understanding  that  they  are  going  to  lose? 

Mr.  Brody.  I  cannot  speak  as  to  their  understanding.  And  I  have 
question  about  that.  But  they  do  write  them  on  the  same  basis. 

To  give  you  some  sense  of  where  we  are  headed  and  where  we 
have  been,  when  we  came  to  the  Ex-Im  Bank,  we  saw  that  our 
pricing  was,  in  fact,  below  our  competitors.  The  first  major  step  we 
took  was  to  increase  our  pricing  so  as  to  reduce  the  losses. 

Mr.  Packard.  Is  the  flip  side  of  that  then  that  your  writing  of 
the  guarantees,  loans  and  insurances  for  private  sector  companies 
will  return  in  terms  of  trade,  an  offset  that  would  equal  or  be 
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greater  to  the  losses  that  you  sustained  in  your  Agency?  That  is 
the  objective? 

Mr.  Brody.  Right,  the  objective,  and  that  is  a  substantial  return. 

Mr.  Packard.  Do  you  have  some  kind  of  a  projecting  or  account- 
ing system  to  determine  that  or  equate  that? 

Mr.  BRODY.  There  are  generalized  numbers  that  have  been  deter- 
mined in  studies,  which  estimate  that  for  every  billion  dollars  of 
exports,  we  have  19,000  jobs,  on  average.  Those  jobs,  on  average, 
pay  12  to  17  percent  higher  than  the  nonexport  jobs.  So  that  with 
$15  billion  of  financing,  since  we  only  finance  85  percent  of  the  ex- 
ports, that  works  out  to  on  the  order  of  $17  billion  of  exports,  and 
the  $17  billion  times  the  19,000  jobs  is  around  300,000  jobs  or  so. 

The  projected  expenditure  for  that  level  of  jobs  is  around  $800 
million.  And  actually  in  our  1996  budget,  we  are  talking  about  esti- 
mated exports  on  the  order  of  $22  to  $23  billion.  So  we  are  talking 
400,000-plus  jobs  for  the  $870  million  of  subsidy. 

Mr.  Packard.  Thank  you  very  much. 

I  think  we  are  having  to  evaluate  all  of  our  programs  in  terms 
of  their  returns  versus  the  amount  that  it  is  costing  us,  and  that, 
I  think,  is  what  I  kind  of  wanted  to  get  a  feel  for.  I  am  new  on 
this  subcommittee,  I  am  not  familiar  with  the  way  that  you  have 
operated  in  the  past. 

Mr.  Brody.  So  you  can  see  that  the  direct  relationship  between 
400,000-plus  jobs  and  $870  million  of  investment,  is  a  very  high  re- 
turn per  dollar,  per  job — job  per  dollar. 

Mr.  Packard.  Thank  you  very  much. 

Just  one  last  question,  Mr.  Chairman,  if  I  may,  of  all  three  of 
you. 

OPERATING  RESTRICTIONS 

I  understand  that  the  Trade  Promotion  Coordinating  Committee 
assists  you  in  coordinating  your  efforts  to  promote  U.S.  exports.  I 
am  aware,  however,  of  a  company  in  my  area,  not  in  my  district, 
Solar  Turbines  in  San  Diego,  which  utilized  the  Ex-Im  Bank  to  win 
a  project  in  Pakistan,  but  they  were  not  allowed  to  use  OPIC  be- 
cause of  a  ban  of  Pakistani  activities.  What  are  the  restrictions 
under  which  you  operate,  and  why  are  these  restrictions  not  unilat- 
eral, and  would  the  removal  of  these  restrictions  improve  your  mis- 
sion? 

I  understand  that  you  do  cooperate  as  agencies.  It  is  not  easy  for 
me  to  understand  why  one  of  the  agencies,  as  you  cooperate  one 
with  the  other,  is  able  to  work  with  Pakistan  and  the  other  is  not. 
I  would  be  interested  in  your  response. 

Ms.  HARKIN.  Well,  part  of  the  reason  why  OPIC  is  not  actually 
available  to  operate  in  some  countries  really  has  to  do  with  statu- 
tory prohibitions  that  govern  where  we  are  not  allowed  to  operate. 

Mr.  PACKARD.  How  many  countries  are  we  talking  about? 

Ms.  Harkin.  There  are  some  quite  large  countries  where  we  do 
not  do  business — such  as  in  China.  I  think  much  of  this  probably 
has  to  do  with  not  only  legislative  history,  but  also  with  how  the 
Agency  is  perceived  at  the  time  that  the  statutory  prohibitions 
were  enacted. 

And  going  back  to  your  comment,  Mr.  Chairman,  I  know  as  I 
look  at  OPIC,  I  sometimes  cannot  simply  explain  country  eligibility 
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to  a  customer.  I  can  tell  them  the  facts  as  to  when  there  was  a  re- 
striction on  a  particular  country,  when  we  were  not  allowed  to  do 
business  there,  but  much  of  that  has  to  do  with  human  rights 
which  continually  change.  It  has  to  do  with  labor  restrictions,  and 
it  also  has  to  do  with  the  feeling  that  the  Congress  may  have  had 
at  the  particular  time  about  our  Agency,  for  instance. 

Mr.  Packard.  Let's  go  back  to  Mr.  Wilson's  question. 

Mr.  Wilson.  Will  the  gentleman  yield? 

Mr.  Packard.  One  final  question,  then  I  will  yield. 

Regarding  Vietnam,  you  are  looking  to  lift  some  restrictions 
there.  What  is  the  difference  between  you  having  restrictions,  say, 
with  Vietnam,  and  Ex-Im  not  having  restrictions  with  Vietnam,  or 
vice  versa?  That  is  what  I  don't  understand. 

Why  OPIC  has  bans  with  one  country  like  Pakistan,  and  the 
other  agencies  that  you  coordinate  with  and  work  with  and  often 
do  the  same  kinds  of  work,  do  not  have  those  same  kinds  of  bans? 

Ms.  Harkin.  Some  of  the  bans  might  be  specifically  on  invest- 
ment. For  example,  on  not  encouraging  American  investment  in  a 
particular  country,  but  being  very  open  to  supporting  exports.  It 
might  be  that  difference. 

Actually,  in  Vietnam,  none  of  us  currently  do  business  in  Viet- 
nam. And  because  we  are  now  in  a  process  of  establishing  diplo- 
matic relations,  that  would  be  part  and  parcel  of  the  package. 

Mr.  Packard.  I  yield  to  Mr.  Wilson. 

Mr.  WILSON.  I  was  going  to  ask  specifically,  did  this  prohibition 
in  Pakistan  come  about  because  of  the  Pressler  amendment? 

Ms.  Harkin.  Yes,  that  is  correct. 

Mr.  Packard.  And  that  deals  with  nuclear  proliferation;  is  that 
correct? 

Ms.  Harkin.  Yes. 

Mr.  Wilson.  A  better  example  is  China.  That  is  the  big  market; 
OPIC  cannot  do  business  there,  but  Ex-Im  can. 

Mr.  Grandmaison.  Perhaps,  if  I  may,  the  differences  in  restric- 
tion on  our  programs  goes  back  to  the  distinction  that  the  Chair- 
man made  about  how  our  respective  agencies  are  viewed — whether 
it  is  foreign  assistance  or  commercial,  who  the  authorizing  commit- 
tee happens  to  be,  and  when  the  authorization  is  going  through  the 
Congress.  With  Ex-Im,  the  Banking  Committee  authorizes  their 
program  as  opposed  to  TDA  and  OPIC,  which  are  authorized  by  the 
Foreign  Relations  Committee.  And,  therefore,  the  level  of  sensitiv- 
ity and  the  concerns  over  issues  are  different  for  the  Members  of 
these  authorization  committees. 

As  an  example,  TDA  cannot  invest  in  Brazil,  the  largest  market 
in  South  America,  because  Brazil  has  not  signed  a  Non-Nuclear 
Proliferation  Treaty.  But  this  restriction,  we  would  argue,  prevents 
us  from  a  significant  market  in  our  backyard  that  we  should  be  ex- 
ploiting. 

Mr.  Packard.  Does  that,  and  I  probably  ask  this  of  the  Members 
of  the  subcommittee,  does  that  justify  us  reviewing  the  legislative 
and  statutory  prohibitions?  I  don't  know. 

Maybe  the  signing  or  not  signing  of  a  Non-Proliferation  Agree- 
ment is  not  as  big  as  deal  as  it  was  a  few  years  ago,  I  don't  know. 

Mr.  Chairman,  I  will  yield  back.  I  have  taken  much  more  than 
my  five  minutes. 
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Ms.  PELOSl.  Thank  you,  Mr.  Chairman. 

Following  up  to  Mr.  Packard  and  Mr.  Wilson's  question,  I  would 
like  to  point  out  that  OPIC  so  far  has  given  us  the  biggest  return 
on  investment,  so  how  they  operate  has  something  to  recommend 
them  to  the  others. 

I  want  to  thank  our  three  witnesses  for  their  testimony.  I  think 
it  was  all  excellent.  I  have  a  few  questions.  Since  we  are  on  that 
subject,  I  will  just  continue  with  that. 

Are  you  considering  resuming  the  program  to  China? 

Ms.  Harkin.  Our  programs  were  suspended  in  China  by  a  stat- 
ute as  part  of  legislative  sanctions  imposed  after  the  Tiananmen 
Square  event  in  1990. 

In  order  for  us  to  operate  in  China,  that  legislative  restriction 
would  have  to  be  removed,  specific  conditions  met,  or  it  could  be 
waived  by  a  Presidential  determination.  At  this  point,  it  is  my  un- 
derstanding that  because  of  what  the  President  would  have  to  say 
in  terms  meeting  the  conditions,  he  would  not  be  able  to  do  that 
at  this  time.  We  continue  to  receive  much  interest  in  China,  of 
course,  but  I  honestly  do  not  see  that  happening. 

Ms.  Pelosi.  It  is  curious  to  me  that  in  the  code  of  conduct  that 
the  administration  is  floating  now,  they  have  not  said  that  unless 
a  company  signed  the  code  of  conduct,  then  they  would  not  be  able 
to  take  advantage  of  Ex-Im  and  OPIC.  You  cannot  go  into  those 
particular  countries  anyway,  so  it  would  not  be  adding  much,  but 
it  could  actually  help,  because  then  you  might  get  away  from  coun- 
try barriers  and  be  more  focused  on  the  companies.  And  they  would 
not  really  have  to  do  much  to  gain  that  access. 

All  they  have  to  do  is  obey  the  law  which  we  have  on  our  books 
about  child  labor  and  products  made  by  slave  labor  coming  into  the 
United  States.  And  I  know  that  your  criteria  not  only  relates  to 
human  rights,  but  it  also  relates  to  the  environment  and  relates  to 
you  are  not  allowed  to  ensure  a  deal  that  will  cause  a  loss  of  Amer- 
ican jobs;  is  that  correct? 

Mr.  Callahan.  Let's  talk  about  that  for  just  a  second,  Nancy, 
and  enlighten  me.  With  respect  to  us  doing  business,  we  will  just 
use  China  hypothetically,  who  are  we  penalizing  when  we  penalize 
American  businessmen  from  going  to  China  to  build  a  power  plant, 
for  example? 

Now,  I  can  understand  that  we  are  interested  in  human  rights, 
we  are  interested  in  the  environment,  we  are  interested  in  workers' 
conditions,  but  when  we  are  talking  about  American  jobs  being  ex- 
ported to  China  and  we  are  competing  with  the  countries  who  do 
not  believe  as  we  do  that  all  of  these  initiatives  are  necessary, 
when  we  give  the  French  and  the  Germans  and  the  Japanese  a 
competitive  advantage  over  a  company  in  the  United  States  simply 
because  China  is  not  doing  what  we  think  they  ought  to  be  doing 
with  respect  to  human  rights  or  workers'  conditions,  how  are  we 
gaining  advantage? 

I  mean,  shouldn't  the  Germans  and  the  French  and  the  Japanese 
be  going  over  there  like  some  of  them  do  and  telling  their  people, 
listen  do  not  do  anything  yet  about  human  rights  until  we  get  this 
contract  to  build  this  power  plant?  What  are  we  gaining  when  we 
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refuse  to  permit  American  businessmen  from  going  to  China  be- 
cause we  do  not  like  the  way  they  are  conducting  their  affairs? 

Ms.  Pelosi.  I  appreciate  your  question. 

I  hope  this  doesn't  all  come  out  of  my  time. 

Mr.  Callahan.  No,  it  will  not. 

Ms.  Pelosi.  Thank  you,  Mr.  Chairman. 

I  think  your  question  is  a  most  appropriate  one.  But  I  think  it 
is  two  questions,  because,  first  of  all,  nobody  is  telling  businessmen 
not  to  go  to  China.  Businessmen  do  go  there.  One  question  is 
China-specific  and  then  there  is  a  question  that  relates  to  how  the 
U.S.  tax  dollar  is  spent  in  terms  of  promoting  jobs  abroad. 

I  guess  the  dictum  is  "do  no  harm"  in  terms  of  OPIC.  No  OPIC 
separate  and  apart  from  the  sanctions  that  were  issued  following 
Tiananmen  Square,  this  was  not  just  a  casual,  "we  do  not  like  the 
way  they  conduct  business."  This  was  people  rolling  over  people  in 
tanks. 

But  on  the  OPIC,  separate  China.  Say,  Tiananmen  Square  never 
happened  and  we  didn't  have  that  episode,  OPIC's  statute  ensures 
that  the  projects  OPIC  supports  will  not  harm  the  interests  of  the 
citizens  of  the  United  States  or  the  host  country.  OPIC  cannot  be 
involved  in  any  project  that  harms  the  environment  of  a  developing 
country,  eliminates  American  jobs,  or  worsens  our  trade  balance. 
OPIC  is  barred  from  operating  in  countries  that  violate  inter- 
nationally recognized  human  and  worker's  rights,  so  we  do  not  do 
business  in  China,  South  Korea,  and  Nigeria." 

Separate  and  apart  from  the  particular  sanctions  on  China, 
statutorily,  OPIC  has  these  criteria,  which  have  served  them  well. 
They  are  making  a  profit. 

Now  let's  talk  about  another  part  of  the  issue.  We  are  not  in  the 
world  of  unlimited  resources.  We  are  in  a  world  of  finite  resources. 
Isn't  it  better  to  use  our  finite  resources  in  a  way  that  is  in  further- 
ance of  promoting  U.S.  jobs,  not  harming  the  American  worker,  not 
harming  the  environment  and  the  rest?  It  is  not  as  if  there  is  end- 
less money  to  do  every  deal. 

There  are  more  deals  than  there  are  dollars  at  OPIC,  I  would 
imagine.  So  you  have  to  make  choices.  And  you  have  to  make  deci- 
sions. Nobody  is  saying  to  the  American  businessman:  Do  not  go 
over  there. 

I  haven't  heard  anybody  say  that.  What  we  are  saying  is  if  we 
have  leverage  then  we  should  be  able  to  use  it.  I  think  part  of  this 
also  is  that  when  a  country  violates  workers'  rights,  which  are 
human  rights,  the  American  worker  is  hurt.  There  is  an  inevitabil- 
ity that  we  will  have  lots  of  low-tech  jobs  moving  offshore  and,  in 
fact,  high-tech  jobs  moving  offshore,  too.  But  the  American  worker 
has  to  compete  in  that  arena;  but  not  slave  labor. 

Mr.  Callahan.  I  don't  want  to  belabor  it,  but  we  ought  to  penal- 
ize China,  but  telling  them  that  we  are  not  going  to  let  them  ship 
their  products  to  the  United  States  until  such  time  as  they 

Ms.  Pelosi.  I  am  with  you  all  the  way,  Mr.  Chairman. 

Mr.  Callahan.  But  with  respect  to  OPIC  financing,  for  example, 
what  are  we  gaining  by  saying  to  OPIC  that  you  cannot  do  any 
business  in  China  until  they  get  their  house  in  order?  What  we  are 
doing 

Ms.  Pelosi.  See,  I  would  rather  take  the  reverse 
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Mr.  Callahan.  But  it  would  appear  to  me  that  if  we  have  compa- 
nies like  the  Enron  Corporation  which  came  to  us,  and  said,  listen, 
in  addition  to  the  fact  that  we  are  able  to  go  over  there  and  we 
can  use  OPIC  financing,  Ex-Im  financing,  TDA  research  capabili- 
ties and  build  a  power  plant  with  an  American  generator  which 
creates  jobs,  we  are  exporting  to  India  or  to  Indonesia,  so  what  are 
we  gaining  by  saying  to  our  people  that  you  cannot  do  business 
there  if  you  have  to  use  OPIC  financing  or  OPIC  guarantees  or  Ex- 
Im  financing  or  TDA  research?  We  are  just — I  think 

Ms.  PELOSI.  But  they  do  use  Ex-Im,  Mr.  Chairman,  and  that  is 
one  of  the  biggest  countries.  They  have  over  a  billion  dollars.  It  is 
one  of  their  big 

VIETNAM 

Mr.  Callahan.  Can  Vietnam7  Can  South  Korea? 

Mr.  Brody.  Ex-Im  Bank  is  statutorily  prohibited  from  financing 
exports  to  Vietnam;  however,  we  are  open  in  South  Korea. 

Mr.  Callahan.  All  right.  Use  Vietnam.  The  Vietnam  problem 
has  to  do  with  the  MIAs,  so  while  we  are  all  concerned  about  MIAs 
and  we  want  full  accountability,  we  want  to  know  all  about  that. 
But  while  we  are  still  arguing  over  50  to  100  MIAs,  foreign  com- 
petition is  moving  into  Vietnam  and  taking  up  job  opportunities 
that  we  could  export  to  Vietnam. 

Ms.  PELOSI.  May  I  just  say  this:  Let  me  start  with  Vietnam. 

We  had  set  a  standard  about  the  MIA  question  as  one  of  the  cri- 
teria for  when  we  would  be  allowed  to  go  into  Vietnam.  We  are  who 
we  are.  We  are  different  from  other  countries.  We  have  values.  We 
are  a  democracy.  We  have  a  constituency  that  cannot  be  denied. 
And  the  Vietnam  issue  and  the  MIAs  issue  is  a  very  highly  charged 
one,  as  anybody  who  has  met  with  the  families  can  tell  you,  it  is 
a  very  persuasive  constituency. 

So  I  think  we  will  be  in  Vietnam,  and  I  am  not  as  familiar  as 
to  what  the  trigger  will  be  there,  except  that  some  resolution  and 
cooperation  on  the  MIAs  was  certainly  appropriate  leverage  to  use. 
So  I  think  that  because  you  are  talking  about  where  we  are  here, 
I  am  talking  about  using  leverage. 

I  think  using  OPIC  leverage  as  far  as  a  place  like  China  or  OPIC 
leverage  in  other  places,  helps  us.  If  we  were  using  it  more,  not 
only  OPIC,  but  if  we  were  using  other  tools,  I  think  that  our  Amer- 
ican businesses  that  go  in  there  to  do  business  would  be  in  a  less 
risky  arena.  I  can  give  you  many  articles  about  how,  since  the 
President  delinked  trade  and  human  rights,  businesses  are  dis- 
enchanted with  how  they  are  being  treated  in  China  because  a 
good  deal  of  America's  leverage  was  lost  when  the  President  took 
a  walk  on  that. 

Mr.  Packard.  Will  the  gentlelady  yield  just  for  an  opportunity  to 
make  a  request  of  the  three  witnesses? 

Ms.  Pelosi.  Certainly. 

Mr.  Packard.  This  may  be  a  good  time  to  ask  each  of  you  to  sup- 
ply for  the  committee  and  the  record  the  prohibitions;  the  bans  that 
now  exist;  the  countries  that  are  precluded  from  your  Agency,  spe- 
cifically, doing  business;  and  the  statute  or  the  reasons  why,  if  you 
could?  I  think  it  would  be  helpful  to  the  committee. 

[The  information  follows:! 
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DEVELOPING  COUNTRIES  AND  COUNTRIES  IN  TRANSITION  TO 

MARKET  ECONOMIES  IN  WHICH  OPIC  PROGRAMS  ARE 

RESTRICTED  OR  CLOSED* 

(as  of  4/17/94) 


COUNTRY 


Argentina 


Azerbaijan 


Bahrain 


Brunei 


British  Virgin 
Islands 


RESTRICTION 


Open;  except  projects  involving  assistance  to  the  Government  of 
Azerbaijan  are  prohibited  by  Section  907  of  the  FREEDOM  Support 
Act,P.L.  102-511 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 


Burma 


Cambodia 


Cayman  Islands 


China 


Cuba 


Cyprus 


Gambia  (The) 


Greece 


Guyana 


Iran 


Iraq 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 


Suspended  by  P.L.  101-246,  FY  1990,  1991  Foreign  Relations 
Authorization  Act  unless  the  President  reports  progress  on  political 
reforms  throughout  the  country  or  the  President  determines  it  is  in 
the  national  interest  to  terminate  the  suspension. 


Communist  country  prohibition  (Section  620(f)  of  the  Foreign 
Assistance  Act  of  1961,  as  amended.) 


Closed  because  of  military  coup  restriction  (Section  508  of  P.L. 
103-306,  the  FY  1995  Foreign  Operations,  Export  Financing  and 
Related  Programs  Appropriations  Act.) 


Closed  for  underwriting  and  credit  reasons 


Closed  for  foreign  policy  reasons 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 


*  -  Primary  restriction  listed.  In  certain  cases,  additional  restrictions  may  apply. 

#  -  Program  operates  but  certain  restrictions  apply  in  countries  with  per  capita  income  of  $4,269 

or  more  in  1986  dollars. 
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Korea 

Closed  because  of  negative  workers  rights  determination  (Section 
231 A  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

# 

Kuwait 

Under  review  for  workers  rights. 

Liberia 

Closed  because  of  negative  workers  rights  determination  (Section 
231 A  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Libya 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Macedonia 

Closed  for  foreign  policy  reasons 

Maldives 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

# 

Malta 

Mauritania 

Closed  because  of  negative  workers  rights  determination  (Section 
231 A  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Mexico 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Montenegro 

Closed  for  foreign  policy  reasons 

Montserrat 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Nigeria 

Closed  for  foreign  policy  reasons 

# 

Oman 

Pakistan 

Closed  because  of  Pressler  Amendment  (Section  620(e)  of  the 
Foreign  Assistance  Act  of  1961,  as  amended.) 

# 

Portugal 

# 

Qatar 

Closed;  workers  rights  under  review 

St.  Maarten 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

# 

Saudi  Arabia 

Closed;  workers  rights  under  review 

Serbia 

Closed  for  foreign  policy  reasons 

Seychelles 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

# 

Slovenia 

Solomon  Islands 

No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Sudan 

Closed  because  of  negative  workers  rights  determination  (Section 
231 A  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

Suriname 

Bilateral  agreement  not  yet  ratified  by  Suriname.  (Required  by 
Section  237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 

*  -  Primary  restriction  listed.  In  certain  cases,  additional  restrictions  may  apply. 

#  -  Program  operates  but  certain  restrictions  apply  in  countries  with  per  capita  income  of  $4,269 

or  more  in  1986  dollars. 
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Syria 


Turks  &  Caicos 


Tuvalu 


United  Arab 
Emirates 


Vietnam 


Closed  because  of  prohibition  on  assistance  to  governments 
supporting  international  terrorism  (Section  602  A  of  the  Foreign 
Assistance  Act  of  1961,  as  amended.) 


No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961 ,  as  amended.) 
No  bilateral  agreement  with  government  (Required  by  Section 
237(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended.) 
Closed;  workers  rights  under  review 


Communist  country  prohibition  (Section  620(f)  of  the  Foreign 
Assistance  Act  of  1961,  as  amended.) 


*  -  Primary  restriction  listed.  In  certain  cases,  additional  restrictions  may  apply. 

#  -  Program  operates  but  certain  restrictions  apply  in  countries  with  per  capita  income  of  $4, 269 

or  more  in  1986  dollars. 
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Ms.  PELOSI.  That  is  an  excellent  idea.  Reclaiming  my  time. 

I  think  we  have  to  say,  Mr.  Chairman,  it  comes  down  to  this: 
where  should  the  taxpayers'  dollar  be  exposed  in  an  arena  of  finite 
dollars,  and  where  can  leverage  be  useful?  Because  after  all  is  said 
and  done,  one  of  the  problems  and  insecurities  that  some  workers 
have  in  our  country  is  they  know  the  inevitability  of  jobs  going  off- 
shore. We  at  least  have  to  have  some  fair  sense  of  competition  for 
them  that  they  are  not  competing  with  slave  labor,  and  we  know 
in  China  that  they  are.  And  asking  companies  to  obey  U.S.  law 
about  not  bringing  in  products  made  by  slave  labor  is  the  mini- 
mum, it  is  U.S.  law.  It  is  U.S.  law. 

OPIC  makes  money.  They  are  going  into  economies  that  have 
produced  results  for  us.  I  have  never  heard  anybody  who  cares 
about  the  issue  of  human  rights  in  China  say  we  should  not  be 
doing  business  there.  But  I  do  think  that  we  can  be  careful  in 
terms  of  not  only  human  rights  but  the  environment,  and  that  is 
the  question  I  had— if  I  may  proceed,  Mr.  Chairman,  for  Mr.  Brody. 

ENVIRONMENT  CONCERNS 

Last  year,  two  of  my  concerns  were  what  was  Ex-Im  Bank  doing 
in  terms  of  small  businesses  as  well  as  environmental  concerns 
that  some  of  us  had  about  were  these  loans  being  used  to  do  harm 
or  do  no  harm?  I  know  that  from  the  small  business  community  as 
well  as  the  environmental  community,  we  have  seen  a  marked  dif- 
ference since  you  have  been  at  the  helm.  If  you  would  take  a  mo- 
ment to  comment  on  how  you  are  proceeding  with  your  guidelines 
on  the  environment  as  well  as  initiatives  you  have  taken  for  small 
business.  I  know  you  address  some  of  these  concerns  in  your  full 
statement,  but  if  you  could  elaborate  a  little  on  those. 

Mr.  Brody.  On  the  environment,  we  have  a  two-pronged  policy. 
One  is  to  expend  a  lot  more  energy  and  give  some  inducements  to 
promote  environmentally  beneficial  exports.  And  as  a  result  of  this 
aggressive  program,  we  have  seen  an  increase  in  exports  of  envi- 
ronmentally beneficial  goods  and  services  exports. 

We  have  a  Board  member,  Julie  Belaga,  who  is  very  knowledge- 
able, especially  in  this  field.  She  was  the  head  of  New  England's 
EPA  under  the  Bush  administration.  Previously,  she  was  also  an 
elected  official  in  Connecticut,  who  lead  the  State's  dynamic  charge 
on  environmental  legislation.  Over  the  years,  she  has  worked  with 
much  of  the  rest  of  the  U.S.  Government  involved  with  this  issue. 

On  protecting  the  environment,  we  have  put  together  a  program 
by  which  exporters  need  to  comply.  We  have  drawn  a  bright  red 
line  and  said  that  if  a  project  is  environmentally  reprehensible,  we 
will  not  do  it.  And  if  projects  do  not  meet  certain  standards,  we  will 
require  that  they  meet  certain  standards. 

We  have  had  a  number  of  instances  where  projects  have  been  ap- 
proved that  meet  those  standards.  I  would  say  that  we  are  doing 
a  lot  better  job  in  promoting  environmental  exports  and  in  protect- 
ing the  environment  while  still  having  our  companies  be  competi- 
tive. 

On  the  small  business  front,  we  have  dramatically  increased  our 
efforts  and  our  programs  to  reach  small  business.  Of  the  2,400 
cases  that  we  did  last  year,  approximately,  50  percent  of  those 
cases  were  directly  for  small  business.  This  does  not  take  into  ac- 
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count  the  small  business  sales  that  result  from  larger  transactions 
involving  the  big  exporters. 

This  program  is  headed  by  another  one  of  our  directors,  Maria 
Haley,  who  has  State  experience  in  Arkansas  working  with  small 
business  and  small  business  programs  and  is  a  proven  dynamic 
leader  in  this  regard.  Our  approach  ranges  the  gamut  from  a  sig- 
nificant outreach,  along  with  a  national  export  strategy,  the  new 
export  promotion  offices  around  the  country  to  small  business  pro- 
gram and  policy  changes.  And  we  also  have  gone  to  delegating  au- 
thority for  banks  so  that  they  can  take  risks  along  with  us,  but  not 
have  the  government  slow  up  the  financing.  We  now  have  140 
banks,  participating  in  this  new  authority  under  the  Working  Cap- 
ital Guarantee  Program  for  small  business.  And  we  in  general  have 
a  much  larger  outreach  program. 

DIVERSE  BUSINESS  POPULATION 

Ms.  Pelosi.  In  California,  we  are  blessed  with  a  very  diverse 
population,  which  is  a  source  of  strength  to  us  in  our  country. 
There  are  tremendous  resources  in  terms  of  exporting  to  Latin 
America  and  to  Asia  as  well,  because  of  their  understanding  of  the 
culture,  the  language,  and  their  own  personal  backgrounds.  Are 
you  reaching  out  into  the  minority  community  in  the  small  busi- 
ness arena? 

Mr.  Brody.  We  are  reaching  out  into  all  communities.  This  mas- 
sive effort  we  are  doing  is  much  of  a  start-up  effort,  even  though 
the  Bank  has  always  supported  small  business.  And  the  major 
ways  that  we  are  trying  to  be  successful  is  by  going  through  many 
other  nongovernmental  organizations  such  as  the  small  business 
group  of  NAM,  where  we  are  training  their  operators  to  talk  Ex- 
Im  Bank  programs  and  the  American  Electronics  Association.  We 
are  also  starting  talks  with  the  World  Trade  Center.  So  we  are 
reaching  out  broadly  to  small  business. 

We  do  not  have  targeted  minority  programs,  if  that  is  the  specific 
question. 

Mr.  Callahan.  Mr.  Wolf,  you  may  have  as  much  time  as  you 
would  like. 

Mr.  Wolf.  I  am  sorry,  I  was  late  due  to  another  commitment. 

Let  me  comment  on  what  Nancy  was  saying  and  respond  to  your 
question,  Mr.  Chairman. 

HUMAN  RIGHTS  IN  CHINA 

The  record  ought  to  show  we  are  different  in  this  country.  I  do 
not  think  the  Ex-Im  Bank  ought  to  be  helping  anyone  go  to  China. 
We  in  this  country  are  different  from  those  in  China,  and  why  are 
we  different?  The  answer  is  found  in  our  country's  Declaration  of 
Independence. 

As  people,  we  each  have  God-given  rights.  These  rights  were  not 
given  by  Bill  Clinton  or  George  Bush.  They  were  given  by  God.  Our 
country  recognizes  these  God-given  rights,  but  some  other  coun- 
tries, like  China,  do  not. 

Bush  administration  officials  never  went  to  the  prison  camps. 
They  went  to  the  cocktail  parties.  They  did  business.  In  the  Clinton 
Administration,   O'Leary  goes  over  there,   Ron   Brown  goes  over 
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there.  The  dissidents  surely  wonder  what  do  these  people  stand 
for?  Why  are  they  no  longer  talking  the  way  they  used  to  talk? 

I  was  in  Prison  Camp  35,  which  was  the  last  gulag  in  the  Soviet 
Union.  While  there,  I  met  with  Shiranski's  cellmate,  and  all  of  the 
others.  All  of  them  said  the  reason  things  are  changing  is  because 
of  Ronald  Reagan  speaking  out  on  these  issues,  for  human  rights 
for  God-given  rights. 

In  contrast,  your  organizations  are  not  speaking  out  on  these  is- 
sues. You  have  written  these  issues — human  rights  issues — off.  You 
have  given  up  on  them.  You  are  doing  nothing. 

We  are  different  in  this  country.  And,  frankly,  part  of  the  reason 
we  are  different  is  because  we  have  stood  for  these  fundamental 
core  values. 

Some  of  you  may  have  wanted  to  do  business  with  the  Nazis. 
There  were  businesses  and  State  Department  and  other  govern- 
ment personel  at  that  time  saying  we  ought  to  keep  doing  business 
with  these  Nazis,  because  maybe  if  we  do  business  with  them,  they 
will  change.  That  belief  is  misplaced.  Go  look  at  the  shoes  and  the 
baggage  displayed  at  the  Holocaust  Museum.  There  is  nothing 
analogous  between  having  a  "capitalistic  society"  and  being  moral 
and  good. 

I  fear  your  organizations  have  set  back  the  cause  of  human 
rights  in  China  by  years.  Bill  Clinton  has  made  all  of  these  speech- 
es in  support  of  human  rights  and  then  cut  the  legs  off  the  Chris- 
tians who  were  being  raided  in  their  churches,  and  the  Dalai  Lama 
in  Tibet;  1  million  to  6  million  have  been  killed,  and  yet  if  your  or- 
ganizations could  fund  businesses  to  go  to  Tibet,  you  probably 
would  do  it. 

They  are  building  a  Holiday  Inn  in  Tibet.  Maybe  you  are  actually 
funding  it.  But  we  are  fundamentally  different — as  a  Nation  our 
core  values  are  different  than  those  in  Tibet.  If  we  have  to  give  up 
a  little  business  to  send  a  moral  signal  or  unfurl  a  moral  banner 
for  this  country  and  for  the  world,  I  say  so  be  it. 

We  are  not  saying  that  people  cannot  go  to  China,  as  Nancy  said. 
But  I  have  serious  reservations  about  providing  financial  and  other 
assistance  for  business  in  China. 

Read  Harry  Woo's  book,  Bitter  Winds.  Nineteen  years  in  a  slave 
labor  camp. 

There  are  more  people  in  the  gulags  in  China  than  there  were 
in  the  Soviet  Union.  We  all  know  about  the  Gulag  Archipelago,  but 
few  of  us  know  about  the  gulags  in  China. 

I  believe  it  would  be  beneficial  if  you  all  would  spend  a  little  time 
and  go  into  the  camps,  go  talk  to  the  persecuted  Buddhist  monks 
and  the  persecuted  bishops  that  have  been  in  the  jail  for  35  years. 
Go  into  the  house  churches.  I  watch  and  read  the  different  CODEL 
reports.  You  all  go  where  the  powerful  are.  Those  in  the  camps  and 
jails  are  bored. 

Frankly,  I  think  Nancy  is  right,  Mr.  Chairman.  If  we  have  to 
give  up  a  little  business  in  support  of  our  Nation's  core  values  so 
be  it.  Let  others  take  the  business  and  the  money,  because  it  is 
blood  money.  Literally,  blood  money.  We  are  raising  a  big  stink 
about  Desert  Storm.  China  sold  weapons  to  Iraq  that  killed  Amer- 
ican men  and  women.  Scud  missiles,  such  as  the  one  that  hit  the 
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group  from  Mr.  Murtha's  district,  came  from  China.  I  think  we  are 
different. 

Mr.  Callahan.  Frank,  if  you  would  yield? 

I  don't  disagree  with  you  that  we  ought  not  sacrifice  our  prin- 
ciples. I  think  that  we  ought  to  do  anything  to  try  to  help  unfortu- 
nate people  in  any  country  better  their  lives.  I  don't  think  that  we 
ought  to  do  anything  that  might  give  an  indication  that  we  are 
supportive  of  the  fact  that  human  rights  are  still  being  violated  in 
different  places  in  the  world. 

BUSINESS  MARKET  IN  CHINA 

I  am  looking  at  it  from  a  questionnaire  point  of  view,  of  wonder- 
ing why  we  should  tell  American  business  people  go  on  and  do 
business  with  China,  but  do  not  expect  Ex-Im  Bank  or  OPIC  to  be 
involved  and  tell  them  instead  of  buying  Westinghouse  generators 
that  they  ought  to  buy  some  Japanese  or  German  generator.  That 
is  the  question.  It  is  not  whether  or  not  we  are  concerned. 

And  that  is  what  is  happening.  You  have  American  entre- 
preneurs who  have  a  lot  of  talent,  who  recognize  a  tremendous 
market,  and  that  market  is  in  China.  It  is  in  Indonesia.  And  my 
point  is  that  I  felt  like  with  the  Enron  testimony,  where  they  were 
building  a  generating  plant,  and  in  addition  to  that,  they  were 
building  a  school,  they  were  building  a  medical  facility,  and  that 
that  type  of  contribution  helps  to  eradicate  and  eliminate  the  con- 
cerns that  you  all  have. 

So  it  is  not  a  question  of  whether  or  not  the  plant  is  going  to  be 
built.  It  is  a  question  of  whether  it  is  going  to  be  an  American 
Westinghouse  product  that  is  going  to  create  export  of  American 
jobs  to  make  life  better  in  these  underdeveloped  countries  that  are 
violating  human  rights. 

I  mean,  there  is  a  fine  line  there.  What  is  the  fine  line?  We  don't 
have  an  infinite  resource  of  money.  That  is  right.  So  we  can  take 
our  limited  money  and  invest  it  in  Rio  de  Janeiro — maybe  not 
there,  but  maybe  we  could  invest  it  in  Monte  Carlo. 

Ms.  Pelosi.  Mr.  Chairman,  come  on. 

Mr.  Callahan.  It  is  true,  maybe  we  can  invest  it  in  a  more  ro- 
mantic country,  but  I  don't  question  our  direction  with  respect  to 
human  rights.  I  applaud  you. 

I  applaud,  Frank.  We  want  to  correct  those  things.  But  how  are 
we  serving  ourselves  if  we  say  that  we  cannot  or  should  not  be  sub- 
sidizing American  jobs? 

I  am  not  advocating  that  we  do  anything  to  enhance  the  ability 
of  a  country  to  continue  their  violation  of  human  rights.  I  am  inter- 
ested in  American  jobs,  period. 

Mr.  Wolf.  It  was  my  amendment  that  took  away  MFN  status 
from  Rumania.  Then,  there  were  Westinghouse  generators  going 
into  Rumania.  Former  Congressman  Sam  Stratton,  who  is  now 
gone,  was  upset  with  me  because  of  the  amendment.  Ceausescu 
was  selling  those  generators  and  also  using  them  to  bulldoze 
churches. 

The  dissidents  there  of  all  faiths  urged  us  to  take  away  MFN. 
They  said  it  was  the  one  thing  that  will  help  bring  that  govern- 
ment down  and  there  will  be  change.  They  were  right.  The  Ruma- 
nian Government  has  fallen  and  there  has  been  change. 
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I  believe  in  five  to  seven  years,  the  Chinese  Government  will  also 
go.  Not  because  of  our  investment  there,  but  because  of  a  lot  of  ac- 
tivists and  different  people.  And  I  think  we  have  to  be  careful.  If 
a  business  wants  to  go,  I  guess  we  really  shouldn't  stop  them,  al- 
though I  do  think  President  Clinton  made  the  right  decision  last 
week  when  we  stopped  Conoco.  When  you  see  where  this  entre- 
preneur spirit  will  take  you,  it  will  take  to  you  downtown  Baghdad, 
if  you  let  it. 

Ms.  Pelosi.  And  it  has. 

Mr.  Wolf.  And  it  has.  And  so  I  think  the  President  was  right. 
I  think  we  ought  not  use  taxpayer  dollars  to  subsidize  business  in 
Bagdad. 

This  is  my  last  comment.  We  shouldn't  subsidize  any  country, 
any  business  run  in  any  country  that  is  doing  to  its  people  what 
you  would  not  want  your  country  to  do  to  your  husband,  your  wife, 
your  son  and  your  daughter. 

If  you  think  what  they  are  doing  to  other  people  is  fine,  then  we 
ought  to  subsidize  it.  If  you  think  what  they  are  doing  to  their 
priests,  ministers,  Buddhist  monks,  rabbis  and  average  peasants  is 
okay,  then  we  should  subsidize  it.  Because  when  we  subsidize — as 
Jack  Kemp  would  say:  If  you  subsidize  it,  you  get  more  of  it. 

Mr.  Callahan.  But  the  word  "subsidize"  is  probably  the  answer 
there.  I  don't  think  we  ought  to  be  subsidizing  any  industry.  I  hope 
we  are  not  advocating  to  Ken  Brody  or  to  Ms.  Harkin  or  to  anybody 
that  we  are  going  to  give  them  something.  We  are  going  to  facili- 
tate for  the  American  businessman.  There  is  a  big  difference  be- 
tween a  subsidy  and  some  facility  to  an  American  businessman  to 
compete  with  Germany  and  to  compete  with  Japan.  We  are  not 
talking  about  competing  with  China. 

Ms.  Pelosi.  Mr.  Chairman,  will  you  yield  on  that  point? 

Mr.  Callahan.  Sure. 

LEVERAGE 

Ms.  PELOSI.  The  word  I  keep  coming  back  to  is  "leverage."  And 
we  say  to  American  business,  if  you  are  going  to  do  business  in 
China,  more  power  to  you.  You  go  to  it  and  you  do  your  deals.  To 
the  extent  that  we  insure  them  or  subsidize  the  interest  that  they 
pay  or  whatever  terminology  that  you  want  to  use,  then  we  have 
some  question  about  that. 

A  U.S.  company  may  make  the  economic  decision  that  they  were 
not  going  to  compete  on  a  power  plant.  By  the  way,  one  of  the  rea- 
sons people  walked  away  from  power  plant  deals  in  China,  is  be- 
cause of  the  Central  Government.  It  is  still  closed  economy,  and  the 
government  will  not  allow  an  adequate  return  on  investment. 
Many  people  are  taking  a  walk  from  these  power  deals  for  that  rea- 
son, strictly  for  business  reasons.  They  want  to  be  in  the  market 
when  that  helps  them,  but  they  are  not  in  the  market  when  they 
see  it  another  way. 

But  my  point  is  the  minute  we  say  an  American  business  may 
not  compete  for  the  job  because  they  do  not  have  enough  backing 
from  home  to  make  it  economic,  in  light  of  the  Chinese  not  allow- 
ing the  profits  to  be  beyond  a  certain  point,  the  Chinese  have  fewer 
options. 
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Leverage  with  the  French  and  Germans  is  less  because  the 
Americans  are  not  in  the  game.  This  is  a  leverage  to  them,  too,  and 
has  an  impact  on  them,  too.  And  should  one  of  the  French  compa- 
nies drop  out,  then  the  Chinese  have  no  choice.  That  increases  the 
leverage  of  the  German  company  or  the  French  company. 

The  point  is  we  are  talking  about  leverage.  When  we  were  doing 
the  MFN  debate,  we  were  hoping  that  the  President  would  stand 
firm  so  that  the  Chinese  would  know  that  the  U.S.  was  standing 
firm  and  it  was  worth  $30  billion  in  profit  to  them  last  year. 

In  answer  to  your  question,  why  should  we  rather  than  the  Ger- 
mans or  the  French  take  more  of  a  responsibility  for  supporting 
democratic  reform  and  human  rights  in  China,  in  China,  the  rea- 
son is  we  have  more  leverage.  They  made  $30  billion  from  us.  Since 
Tiananmen  Square,  they  have  made,  this  is  net,  they  have  made 
nearly  $100  billion. 

So  when  we  talk  about  leverage  with  a  country,  ours  is  greatly 
enhanced  because  they  have  the  easy  access  to  our  market,  and  the 
abuse  of  our  trade  relationship  in  almost  every  category  you  can 
name  has  enabled  them  to  make  money  beyond  $100  billion,  some 
of  which  is  not  even  accountable. 

Mr.  Callahan.  I  think  we  ought  to  have  dinner  one  night,  I  am 
talking  about  the  committee. 

Ms.  Pelosi.  But  you  asked  the  right  questions. 

Mr.  Callahan.  I  know.  Let's  get  these  people  reinvolved.  We 
only  have  another  10  minutes. 

And  I  know  you  have  some  questions.  Why  don't  we  just  be  a  lit- 
tle bit  more  brief  in  our  questions  directed  to  these  three  witnesses 
today. 

Ms.  Pelosi.  I  think  Mr.  Packard  was  next. 

Mr.  Wolf.  Would  you  submit  for  the  record  the  companies  that 
you  have  helped  with  regard  to  China,  if  you  have  it?  I  don't  know 
if  you  have  the  ability. 

I  have  no  further  questions. 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Do  you  have  any  further  questions? 

Ms.  Pelosi.  Just  a  few  brief  questions. 

Mr.  Callahan.  You  can  be  brief  with  your  questions  and  you  can 
be  brief  with  your  answers.  This  is  a  philosophical  question  that  we 
will  get  on  the  table  one  night  over  a  steak. 

Ms.  Pelosi.  Or  a  vegetable  plate. 

Mr.  Callahan.  How  about  shrimp? 

Ms.  Pelosi.  I  am  with  you  on  that.  There  we  have  a  meeting  of 
the  minds. 

Mr.  Callahan.  Shrimp  caught  with  an  excluder  device  on  the 
nets. 

Ms.  Pelosi.  Anything  you  would  like,  Mr.  Chairman. 

Mr.  Grandmaison,  you  put  in  relationship  to  the  GDP  the  spend- 
ing on  TDA.  Do  you  have  another  chart  that  shows  it  in  terms  of 
exports,  the  amount  the  U.S.  spends?  Because  although  we  were 
low  in  relationship  to  GDP,  we  were  the  highest  in  dollars  spent 
on  TDA;  is  that  not  right? 

Mr.  Grandmaison.  Congressman,  we  have  information  regarding 
the  total  amount  of  foreign  assistance  that  a  country  spends  on  ex- 
port promotion. 
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We  do  not  have  information  on  the  total  exports  that  these  coun- 
tries have  financed,  but  we  do  have  additional  information  on  how 
much  a  handful  of  countries  expends  on  export  promotion  as  a  por- 
tion of  their  total  foreign  assistance  budget. 

For  example,  in  some  countries,  50  percent  of  their  foreign  assist- 
ance goes  towards  trade-related  activities;  ours,  obviously,  is  very 
minute. 

Ms.  Pelosi.  I  appreciate  that. 

Mr.  Brody,  anything  on  the  Three  Gorges  Dam  that  you  would 
like  to  update  us  on? 

Mr.  Brody.  We  have  no  applications  and,  therefore,  nothing  to 
consider. 

Ms.  PELOSI.  And  then  I  once  again  want  to  thank  Ms.  Harkin. 
I  think  my  questions  have  been  answered  in  the  course  of  this  de- 
bate. 

And  Mr.  Chairman,  think  about  all  the  businesses  that  cannot 
do  business  in  China  because  of  barriers  to  U.S.  products.  When 
you  think  about  the  business  community  think  not  just  about  the 
export  community  driving  this,  but  about  the  potential  export  com- 
munity too. 

Thank  you,  Mr.  Chairman. 

I  thank  you  all. 

Mr.  Callahan.  Let  me  pose  some  questions,  and  let's  be  brief 
and  try  to  get  out  of  here  by  12  o'clock.  And  we  will  go  back  to  Ron 
and  Frank,  too. 

Ms.  Harkin,  essentially  last  year,  the  1995  appropriation  bill,  we 
said  that  the  amount  available  for  administrative  expenses  to  carry 
out  the  credit  and  insurance  programs  shall  not  exceed  24  million. 

Ms.  Harkin.  Right. 

OPIC  ADMINISTRATIVE  EXPENSES 

Mr.  Callahan.  Now,  it  is  our  understanding  that  your  expendi- 
tures are  expected  to  be  27  million  during  this  fiscal  year.  Why  the 
difference?  Let's  be  brief  on  that  so  we  can  get  the  rest  of  these 
questions  in. 

Ms.  Harkin.  Are  you  asking  me  why  should  there  be  a  limit  on 
it? 

Mr.  Callahan.  We  put  a  limit  of  24  million  for  administrative 
expenses,  and  your  expenditures  are  going  to  be  27  million. 

Ms.  Harkin.  I  think  that  our  administrative  expenses  are  rough- 
ly the  same,  with  the  exception  that  we  have  been  granted  an  addi- 
tional increase  in  our  work  force  by  18  FTE. 

Mr.  Callahan.  Let  me  just  submit  the  question  to  you  as  it  is 
written  here.  The  fiscal  year  1995  OPIC  appropriation  includes  the 
statutory  authority  for  you  not  to  exceed  $24,322,000  for  your  ad- 
ministrative expense.  I  understand  the  actual  expenses  are  esti- 
mated this  year  to  be  27  million.  OPIC  apparently  is  using  a  por- 
tion of  the  funds  transferred  from  AID  for  activities  in  the  former 
Soviet  Union  for  its  administrative  expenses.  So  our  question  is,  do 
you  believe  OPIC  is  exceeding  the  statutory  ceiling  for  administra- 
tive expenses? 

Ms.  Harkin.  No,  because  we  also  have  a  $3  million  transfer  for 
administrative  expenses  out  of  the  NIS  funds  that  we  will  receive. 
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Mr.  Callahan.  So  Congress  told  you  not  to  exceed  24,322,000 
last  year.  That  was  the  message  in  the  1995  appropriation  bill. 

Ms.  Harkjn.  And  additional  amounts  were  transferred. 

Mr.  Callahan.  So  AID  transferred  $3  million  more  to  your  Agen- 
cy, and  you  used  that  for  administrative  expenses,  is  that  not  at 
least  violative  of  the  spirit  of  what  we  told  you  in  1994  when  we 
passed  the  1995  appropriation  bill? 

Ms.  Harkin.  I  don't  think  so,  in  the  sense  that  of  the  $60  million 
we  will  receive  as  a  transfer  amount,  there  was  $3  million  asked 
for  administrative  funds  out  of  that  amount.  I  think,  if  I  am  not 
mistaken,  there  is  Congressional  report  language  to  the  effect  that 
a  certain  portion  of  that  money  was  to  be  additionally  used  for  ad- 
ministrative expenses. 

Mr.  Callahan.  Just  provide  for  the  record  the  allocation  of  the 
administrative  costs  for  1995  and  1996,  including  the  portion  of  ad- 
ministrative expenses. 

[The  information  follows:! 

OPIC  Administrative:  Expenses 

Mrs.  HAUK1N.  OPIC  was  originally  provided  $24,322,000  as  a  FY  1995  limitation 
on  administrative  expenses  which  will  be  increased  to  $27  million  as  a  result  of 
funds  allocated  to  OPIC  by  the  Coordinator  of  U.S.  Assistance  to  the  New  Independ- 
ent States  (NIS)  and  transferred  to  OPIC  by  the  Agency  for  International  Develop- 
ment. The  funds  for  the  NIS  were  made  available  in  the  FREEDOM  Support  Act 
and  the  1995  Foreign  Operations  Appropriations  Act  and  were  transferred  pursuant 
to  Section  632(a)  of  the  Foreign  Assistance  Act  of  1961,  as  amended. 

The  total  amount  to  be  transferred  to  OPIC  for  FY  1995  is  $60  million,  as  detailed 
in  the  Congressional  Notification  which  was  transmitted  on  February  10,  1995  and 
approved  shortly  thereafter.  Of  the  $60  million  transfer,  $57  million  of  this  will  be 
obligated  as  subsidy  expense  to  support  approximately  $1  billion  in  financing  for 
U.S.  private  sector  projects  in  the  NIS.  $3  million  for  administrative  expenses  was 
included  in  the  Congressional  Notification.  These  projects  are  expected  to  generate 
several  billion  dollars  in  American  exports  and  the  creation  of  tens  of  thousands  of 
person-years  of  employment  at  home,  while  leveraging  nearly  $5  billion  of  total  in- 
vestment for  the  economies  of  the  NIS.  As  this  transfer  almost  triples  the  amount 
of  subsidy  budget  authority  available  to  OPIC  for  FY  1995,  a  small  supplement  to 
the  budget  for  administering  these  funds  is  necessary.  In  the  same  way  that  the 
NIS  transfer  increases  the  $33,944,000  limit  originally  set  for  subsidy  budget  au- 
thority, use  of  the  NIS  transfer  for  administrative  expenses  will  also  increase  the 
original  limit.  The  632(a)  transfer  authority  is  broad  in  scope  and  permits  both  sub- 
sidy budget  authority  and  administrative  expense  limitations  to  be  increased. 

HAITI  ON-LENDING  FACILITY 

Mr.  Callahan.  And  I  would  like  for  you  also  to  elaborate  on  your 
new  Haiti — lending  facility  that  you  mentioned  in  your  testimony. 
It  is  my  impression  that  Haiti  is  unable  to  pay  back  any  loans  over 
the  next  few  years.  So  what  is  the  credit  risk  Category  A,  signed 
to  Haiti,  under  OMB  system? 

Does  OPIC  guarantee  loans  to  any  other  country  in  the  same  cat- 
egory? Did  OPIC  set  up  this  special  facility  in  full  compliance  with 
its  customary  due  diligence  criteria?  Did  you  do  anything  special 
for  Haiti,  and  why  did  you  do  it  if  you  did? 

Ms.  Harkin.  No,  Mr.  Chairman,  we  did  not  do  anything  special 
for  Haiti.  We  were  looking  at  two  ways  to  facilitate  private  invest- 
ment dollars  going  into  Haiti,  and  one  was  certainly  through  sup- 
porting long-term  infrastructure  projects  in  terms  of  power  and 
telecommunication;  particularly  power,  because,  as  you  know, 
much  of  Haiti  doesn't  have  power  on  a  regular  basis. 
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In  addition,  we  set  up  an  on-lending  facility  with  the  Bank  of 
Boston,  which  is  something  that  we  have  done  before,  in  order  to 
facilitate  loans  being  quickly  made,  that  could  assist  assembly 
plants  going  back  into  Haiti.  We  did  not  agree  through  this  loan 
facility  to  pay  back  any  of  a  company's  previous  losses.  Many 
American  companies,  of  course,  lost  money. 

Mr.  Callahan.  Give  us  a  better  or  more  full  explanation  of  that 
in  writing. 

Ms.  Harkin.  Sure,  I  would  be  happy  to. 

[The  information  follows:] 

Haiti  On-Lending  Facility 

Mrs.  HARKIN.  OP1C  is  providing  a  loan  guaranty  to  the  Bank  of  Boston  in  Haiti 
for  on-lending  to  small  and  medium-sized  firms  for  projects  meeting  our  policy  cri- 
teria. In  this  project,  as  in  other  projects,  OPIC  lends  only  to  private  sector  projects, 
not  foreign  governments.  As  such,  OPIC  looks  to  project  risk  and  does  not  solely  rely 
on  country  credit  risk  as  determined  by  the  inter-agency  country  rating  system. 

An  on-lending  arrangement  through  a  U.S.  financial  institution  operating  locally 
is  not  something  that  OPIC  created  especially  for  Haiti.  On  the  contrary,  OPIC  has 
financed  other-lending  facilities  in  various  countries  around  the  world,  two  recent 
examples  being  Bolivia  and  Brazil.  Facilities  such  as  these  enable  OPIC  to  leverage 
its  limited  resources  to  finance  a  large  number  of  small  projects  which  otherwise 
would  be  administratively  prohibitive  for  us  to  support  directly.  This  type  of  lending 
also  allows  OPIC  to  be  the  most  responsive  to  the  strong  U.S.  private  sector  demand 
for  financing,  as  was  the  case  in  Haiti. 

As  previously  mentioned,  OPIC  also  expects  to  provide  its  traditional  project  fi- 
nancing to  facilitate  U.S.  investment  in  Haiti — particularly  in  support  of  infrastruc- 
ture projects  there.  However,  such  projects  take  a  long  time  to  develop,  structure, 
fund  and  implement.  Haiti  urgently  needs  immediate  funding  for  relatively  small 
amounts  of  working  capital  and  expansion  financing  to  support  small  and  medium- 
sized  firms  operating  there.  Given  the  large  number  of  applicants  and  the  small  dol- 
lar amounts  of  the  sub-projects,  OPIC  utilized  an  on-lending  facility  to  address  the 
critical  needs  of  local  companies  and  ensure  a  more  immediate  and  direct  positive 
impact  on,  among  other  things,  local  employment  levels. 

Bank  of  Boston  will  share  a  substantial  portion  (between  25  and  50  percent)  of 
the  commercial  risk  on  each  sub-project.  Bank  of  Boston  has  more  than  20  years 
of  lending  experience  in  the  Haitian  economy  and  as  such  has  expertise  and  knowl- 
edge of  the  local  market  which  cannot  be  matched  by  an  OPIC  project  officer  operat- 
ing out  of  Washington,  D.C.  The  Haiti  branch  also  has  the  specialized  personnel  and 
infrastructure  to  manage  a  sizable  portfolio  of  projects  which  again  would  be  dif- 
ficult to  operate  from  Washington,  D.C.  Relying  on  Bank  of  Boston's  trained  and 
knowledgeable  lending  specialists,  who  are  already  on  the  ground  in  Haiti,  is  thus 
a  far  more  effective  way  of  leveraging  our  resources. 

Each  proposed  sub-project  is  reviewed  by  OPIC  in  order  to  determine  its  compli- 
ance with  OPIC  policies  regarding  workers  rights,  U.S.  effects  and  environmental 
impact.  Furthermore,  OPIC  may  veto  any  project  that  does  not  comply  with  these 
criteria. 

USAID  UKRAINE  EXPORT  CREDIT  INSURANCE  PROGRAM 

Mr.  Callahan.  Mr.  Brody,  the  President  is  visiting  the  Ukraine 
on  his  way  back  from  Moscow  in  the  second  week  of  May.  And  the 
Ukrainians  have  come  to  me,  asking  us  to,  instruct  you  or  to  give 
you  an  indication  of  approval  with  respect  to  a  short-term  agricul- 
tural credit  for  the  Ukraine.  I  understand  that  this  30  million  is 
included  in  a  notification  which  will  be  used  by  AID  to  guarantee 
130  million  in  exports  to  the  Ukraine  by  major  agribusiness  suppli- 
ers. 

I  am  just  concerned  about  this  export — Ex-Im's  involvement  in 
this.  This  is  rather  unique  that  they  are  telling  you,  Ex-Im  Bank, 
that  they  are  going  to  pay  you  back.  They  want  to  buy  100  new 
combines  and  they  are  going  to  pay  you  back  in  one  year.  That  is 
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a  rather  short  period  of  time  for  the  full  repayment  of  a  combine. 
I  mean,  I  don't  think  an  American  banker  would  touch  that,  and 
yet  they  are  telling  me  to  tell  you  to  help  facilitate  that  loan. 

Anyway,  we  need  a  full  explanation  of  the  Ukraine  request  and 
what  Ex-Im  intends  to  do  about  it? 

And  we  want  to  be  more  fully  aware  of  what  is  going  to  take 
place  before  the  President  goes  to  Russia  and  starts  making  com- 
mitments to  these  various  governments.  I  guess  it  is  whether  or 
not  Ex-Im  considers  Ukraine  creditworthy  at  this  point. 

[The  information  follows:] 

USAID  Ukraine  Export  Credit  Insurance  Program 

The  U.S.  Agency  for  International  Development  (AID*  has  developed  a  special  ex- 
port credit  insurance  facility  for  U.S.  exporters  of  agricultural-related  goods  and 
services  to  Ukraine.  The  Export-Import  Bank  of  the  United  States  will  administer 
the  program  on  behalf  of  AID.  Under  this  facility,  AID  will  support  approximately 
$130  million  of  U.S.  agricultural  exports  to  Ukraine.  U.S.  exporters  participating  in 
the  program  are  expected  to  provide  export  financing  in  addition  to  the  $130  million 
in  insurance  provided  through  AID. 

This  credit  insurance  program  will  support  Ukraine's  agricultural  distribution 
system,  including  fledgling  private  sector  distributors,  and  provide  inputs  which 
Ukrainian  farmers  desperately  need  for  a  successful  harvest  in  1995.  Through  this 
special  facility,  the  United  States  will  promote  its  economic  interests  by  expanding 
exports  and  commercial  contacts  with  Ukraine  while  strengthening  the  growth  of  a 
free  market  economy  and  increased  agricultural  productivity  in  Ukraine. 

This  AID  insurance  facility  has  been  cleared  with  Congressional  Committees  and 
approved  by  U.S.  agencies  as  well  as  the  Ukrainian  government.  The  program  went 
into  effect  on  April  12,  1995,  when  applications  were  first  distributed  to  exporters. 

Mr.  Brody.  The  U.S.  Government  has  not  considered  Ukraine 
creditworthy  for  quite  some  period  of  time.  Accordingly,  Ex-Im 
Bank  has  not  been  open  for  business  in  Ukraine.  As  of  today,  that 
same  judgment  still  applies  and  we  are  still  not  open  for  business. 

With  respect  to  a  new  AID  program  where  they  will  be  doing  this 
insurance  that  you  mentioned  in  the  agriculture  area,  including 
equipment,  we  are  merely  acting  as  their  servicing  agent,  not  mak- 
ing decisions  ourselves  and  not  having  Ex-Im  money  at  risk.  But 
since  they  do  not  typically  do  this  kind  of  insurance  program,  we 
are  providing  them  with  the  expertise  and  efficiency  to  do  it. 

Mr.  Callahan.  Well,  what  they  have  come  to  me  and  said  is  this, 
they  want  to  take  AID,  $30  million,  and  use  that  as  collateral  in 
order  to  make  them  creditworthy  for  a  loan  that  they  are  going  to 
pay  back  in  12  months.  And  I  do  not  quite  understand  the  entire 
program.  I  am  asking  that  you  give  us  a  full  accounting  of  that  en- 
tire program. 

Mr.  Brody.  Gladly. 

Mr.  Callahan.  And  if  you  all  have  any  questions  you  want  to 
submit,  submit  them  for  the  record. 

OPIC  COOPERATION  WITH  MDB'S 

But,  Mr.  Grandmaison  and  Ms.  Harkin,  also,  I  would  like  to  ex- 
plore the  efforts  of  your  agencies  to  promote  American  business 
contacts  with  the  Multilateral  Development  Banks. 

Ms.  Harkin,  your  testimony  suggests  that  only  5  percent  of  the 
investments  in  OPIC-supported  projects  comes  to  the  multilateral 
lending  institutions.  Are  you  satisfied  with  that  percentage?  And  if 
not,  what  is  being  done  to  raise  it? 

[The  information  follows:] 
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OPIC  Cooperation  with  MDB's 

Mrs.  Harkin.  Participation  by  multilateral  development  institutions  < MDB's)  in 
OPIC  projects  has  increased  in  recent  years.  More  than  $11.3  billion  in  total  project 
investment  was  generated  by  the  100  projects  OPIC  supported  in  FY  1994.  This  in- 
cludes $612  million  in  investment  by  various  MDB's — up  from  the  $389  million  in 
project  investment  contributed  by  MDB's  in  FY  1993. 

In  general,  OPIC  has  worked  with  numerous  MDB's  on  projects  in  a  variety  of 
regions  and  sectors.  For  example,  OPIC  co-financed  a  mining  project  in  West  Africa 
with  the  International  Finance  Corporation  ("IFC"),  Germany's  Finance  Company 
for  Investments  in  Developing  Countries,  and  Great  Britain's  Commonwealth  Devel- 
opment Corporation  ("CDC").  In  India,  the  financial  structure  of  a  private  power 
project  included  lending  from  OPIC,  the  IFC  and  the  Asian  Development  Bank 
("ADB").  And  in  Russia,  OPIC  and  the  European  Bank  for  Reconstruction  and  De- 
velopment ("EBRD")  co-financed  a  project  involving  the  development  of  a  gold  and 
silver  deposit.  Through  these  projects  and  others,  OPIC  has  developed  a  close  work- 
ing relationship  with  the  IFC,  the  EBRD  and  the  Asian  Development  Bank.  OPIC 
expects  that  this  cooperation  will  continue  in  the  future,  particularly  as  the  agency 
provides  increasing  support  to  large  infrastructure  projects,  which  typically  need 
more  than  one  lender. 

Mr.  Callahan.  And,  Mr.  Grandmaison,  your  prepared  testimony 
doesn't  focus  on  the  American  participation  in  the  MDB  project, 
but  your  congressional  presentation  states  that  TDA  activities  have 
been  focused  on  projects  that  are  likely  to  be  financed  by  the 
MDBs,  the  Ex-Im,  and  et  cetera.  But  the  same  document  cites  only 
eight-tenths  of  1  percent  of  your  1994  budget  was  directed  toward 
MDB  opportunities.  How  much  of  TDA's  budget  is  used  to  generate 
U.S.  exports  financed  by  the  MDBs,  and  are  you  satisfied  with  that 
amount? 

Ms.  Harkin.  Did  you  want  us  to  respond  to  them,  or  did  you 
want  those  in  writing? 

Mr.  Callahan.  Well,  we  are  going  to  be  running  out  of  time,  so 
unless  some  of  the  other  Members  of  the  subcommittee — I  will  be 
satisfied  with  written  explanations. 

And  I  read  with  interest  your  implementing  or  reimbursement 
initiative  about  May  1st,  as  you  mentioned  in  your  prepared  testi- 
mony. What  more  can  you  tell  the  committee  about  TDA's  plans  to 
recover  some  of  its  grant  funds  from  successful  bidders  who  benefit 
from  the  feasibility  studies  TDA  financed,  and  the  cost-sharing  that 
you  talked  about  in  the  NIS  countries  be  recovered. 

Mr.  Grandmaison.  If  I  could  answer  that. 

It  is  inhibiting  sitting  next  to  our  little  money-maker  here,  but 
if  you  could  allow  me  to  just  demonstrate  the  type  of  dollar-stretch- 
ing that  TDA  has  implemented  through  cost-sharing  on  virtually  a 
program-wide  basis.  This  chart  shows  that  with  $40-some  million 
in  feasibility  studies,  we  got  additional  immediate  value  through 
U.S.  company  cost  shares  of  almost  another  $25  million,  stretching 
it  approximately  40  percent,  and  then  "other"  or  the  chart  refers 
to  cost-sharing  required  of  recipient  countries.  What  we  try  to  do 
wherever  practical  is  to  get  the  host  country  to  share  the  cost  of 
the  study,  because  that  gets  them  invested  in  the  feasibility  study; 
it  becomes  their  product  as  well. 

As  you  mentioned,  on  May  1st,  on  projects  involving  private  eq- 
uity-type investments,  we  will  be  requiring  reimbursement  for  the 
feasibility  study  grant.  But  what  TDA  has  done  already  is  to  get 
more  value  for  the  U.S.  dollar  by  getting  U.S.  companies  to  join  us 
in  partnership  on  those  same  projects  through  sharing  the  cost  of 
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the  feasibility  study.  So  we  have  stretched  our  program  dollars  in 
the  past  several  years. 

We  believe  one  of  the  advantages  of  cost-sharing  over  reimburse- 
ment, Mr.  Chairman,  is  that  the  dollars  are  received  and  value  to 
the  program  gained  immediately,  as  opposed  to,  let's  say,  five  years 
out  through  reimbursement,  when  and  if  a  project  is  successful. 
The  cost-sharing  expands  the  budget  that  Congress  provides  to 
TDA  for  investing  in  export  promotion  activities. 

Mr.  Callahan.  Mr.  Perot  been  talking  to  you  lately? 

Mr.  Grandmaison.  This  is  the  closest  I  am  going  to  come  to  Meet 
the  Press,  Mr.  Chairman. 

Mr.  Callahan.  I  was  concerned,  and  as  you  know,  I  paid  little 
attention  to  TDA  and  Ex-Im  Bank,  to  OPIC,  to  anything  else,  be- 
cause I  never  thought  we  would  have  to  worry  about  it,  frankly. 
But  going  through  this  process  this  first  year  has  been,  just  as  it 
has  been  for  you  and  all  the  hundreds  of  agencies  that  come  under 
your  jurisdiction,  Frank,  is  an  enlightening  experience. 

And  I  was  thinking  as  we  went  through  this,  and  as  I  first  talked 
to  Mr.  Grandmaison,  if  we  are  spending  all  of  those  millions  of  dol- 
lars to  do  marketing  research  for  American  firms  to  capitalize  on, 
to  build  hotels,  or  whatever,  in  foreign  countries,  why  are  we  not 
getting  some  of  that  money  returned  to  us  so  we  could  do  more 
marketing  research.  And  there  is  foreign  competition,  evidenced  by 
the  first  chart  today,  that  tells  us  why,  but  we  still  need  to  re- 
search that  in  greater  depth. 

We  will  allow  every  Member  of  the  committee  to  file  additional 
questions  with  our  witnesses  today. 

Frank,  Ron,  Nancy,  once  again,  let  me  thank  you  all  for  coming. 

And  thank  you  for  your  patience  with  me  as  I  go  through  this 
learning  process. 

The  hearing  is  adjourned. 

[Questions  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Chairman  Callahan 

SUBMITTED  TO  U.S.  TRADE  AND  DEVELOPMENT  AGENCY 

Question.  ITDA's]  congressional  presentation  states  that  TDA  activities  have  been 
focused  on  projects  that  are  likely  to  be  financed  by  the  MDBs,  the  Ex-Im,  and  et 
cetera.  But  the  same  documents  cites  only  eight-tenths  of  1  percent  of  your  1994 
budget  was  directed  towards  MDB  opportunities.  How  much  of  TDA's  budget  is  used 
to  generate  U.S.  exports  financed  by  the  MDB's,  and  are  you  satisfied  with  that 
amount?  (p.73) 

Since  1986,  TDA  has  put  a  total  of  $15.68  million  into  dedicated  funds  at  the  mul- 
tilateral development  banks  (MDBs).  To  date,  TDA  has  five  funds  at  four  of  the 
MDBs:  the  World  Bank  ($8,298,880),  the  International  Finance  Corporation  ($2,069 
million);  the  EBRD  in  London  ($3,618  million),  and  the  African  Development  Bank 
in  Abidjan,  Cote  d'lvoire  ($1.7  million).  At  the  World  Bank  TDA  has  two  funds — 
one  a  general  fund  ($6,048,880)  and  the  other  focused  on  Africa  ($2,250  million). 

Originally,  these  funds  were  used  to  cover  the  costs  of  short-term  assignments  for 
U.S.  consultants  to  help  the  banks  identify  and  develop  projects.  The  funds  would 
be  available  to  the  banks  for  such  consultancy  assignments  subject  to  TDA  approval. 
Although  these  funds  have  been  effective  in  promoting  U.S.  exports  to  bank  projects, 
TDA  recently  changed  the  focus  and  the  mechanisms  operating  the  funds  to  reflect 
a  more  proactive  approach.  Rather  than  approve  the  use  of  TDA  funds  to  support 
U.S.  consultants  carrying  out  short  term  assignments  on  a  large  number  of  projects, 
TDA  strategically  aims  at  sector  loans  and  applies  the  use  of  larger  amounts  of 
funds  to  support  a  greater  U.S.  presence  on  the  project  development  team.  In  other 
words,  TDA  will  no  longer  fund  a  U.S.  consultant  at  the  pre-appraisal  stage  of  a 
World  Bank  project,  but  rather  will  fund  the  cost  of  a  full-blown  technical  feasibility 
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study  including,  when  possible,  the  writing  of  the  specifications  for  the  equipment 
procurement  for  the  project.  We  believe  this  new  approach  will  result  in  greater  par- 
ticipation of  U.S.  companies  and  a  higher  return  of  U.S.  exports  on  the  TDA  dollar 
invested. 

These  new  funds  are  "evergreen,"  that  is,  they  are  replenished  as  they  are  used. 
This  ensures  immediate  availability  of  funds  for  U.S.  firms  to  conduct  feasibility 
studies  and  other  activities  that  can  lead  to  U.S.  exports  as  MDB-financed  projects 
are  implemented.  Evergreen  Funds  further  enhance  American  competitiveness  by 
providing  fast  access  to  funds,  in  time-sensitive  situations,  when  U.S.  firms  are  fac- 
ing strong  foreign  competition. 

Nevertheless,  TDA  and  U.S.  manufacturers  continue  to  lose  MDB  procurement 
competitions  to  our  competitor  nations'  companies,  often  because  these  countries  put 
a  significantly  larger  amount  of  funding  into  MDB  funds  to  benefit  their  own  compa- 
nies. 

In  FY94,  $625,000  was  transferred  specifically  to  set  up  two  "evergreen"  funds  at 
the  MDBs — one  at  the  International  Finance  Corporation,  and  the  other  at  the  Eu- 
ropean Bank  for  Reconstruction  and  Development.  The  $400,000  fund  at  the  EBRD 
is  listed  under  TDA's  regional  budget  for  Central  Europe,  as  these  funds  will  be 
used  to  support  projects  in  that  region.  Prior  to  the  establishment  of  the  Evergreen 
Funds,  TDA  had  occasionally  provided  funds  to  the  banks  to  support  specific  tech- 
nical assistance  and  other  consulting  work.  These  grants  are  listed  in  the  budget 
of  activities  of  the  region  in  which  the  project  exists,  and  therefore,  are  not  reflected 
as  a  separate  investment  item.  In  FY  1994,  in  addition  to  establishment  of  the  Ever- 
green Fund,  three  technical  assistance  grants  totaling  $568,000  were  provided  to 
the  World  Bank  and  EBRD,  and  two  feasibility  study  grants  totaling  $239,550  were 
provided  through  the  World  Bank. 

The  eight-tenths  of  the  VA  listed  under  Multi-Regional  in  the  CP  relates  to  those 
activities  which  support  TDA's  overall  program  but  are  not  specified  to  a  particular 
region.  Therefore,  the  FY94  budget  of  $455,560  under  Multiregionai  includes  the 
$225,000  Evergreen  Fund  at  the  IFC,  two  technical  assistance  grants  totaling 
$190,370,  and  the  establishment  of  IQC  contracts  for  $40,190. 

The  totals  provided  by  TDA  directly  to  the  various  banks  for  specific  projects  do 
not  reflect  the  total  coordination  between  TDA  and  the  banks.  TDA  prefers  to  pro- 
vide assistance  directly  to  a  host  country  even  when  a  MDB  loan  will  provide  most 
of  the  financing  for  a  project.  TDA  estimates  that  between  15  and  20r/f  of  its  fea- 
sibility studies  are  targeted  at  projects  that  will  be  financed  by  MDBs,  even  though 
the  TDA  funds  may  not  flow  through  an  MDB  to  the  project. 

TDA  is  pleased  with  the  close  relationship  it  has  with  the  MDBs  and  anticipates 
that  the  MDBs  will  increase  their  requests  for  TDA  feasibility  study  assistance. 
TDA  believes  the  increase  in  activity  will  lead  to  greater  opportunities  for  U.S.  firms 
to  win  major  procurement  awards  under  MDB  loans. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

SUBMITTED  TO  THE  EX-IM  BANK 

Question.  Taking  into  account  the  size  of  your  staff  and  projections  in  demand  for 
Ex-Im  services,  what  is  the  maximum  appropriation  Ex-Im  could  utilize  in  FY'96? 

Answer.  Ex-Im  Bank  believes  that  it  will  fully  use  the  requested  amount  of  appro- 
priations. Our  projections  of  potential  demand  for  our  financing  assistance,  of 
course,  exceeded  this  amount,  as  has  been  our  experience  also  in  prior  years.  How- 
ever, our  projections  are  necessarily  forecasts  so  that  international  economic  devel- 
opments during  the  coming  months  will  influence  the  level  and  content  of  demand 
from  different  countries  and  different  exporters.  On  balance,  from  prior  experience, 
we  believe  our  request  should  enable  us  to  meet  exporter  needs  and  that  we  will 
fully  use  the  requested  amount. 

Question.  Please  provide  a  summary  of  Ex-Im's  involvement  with  firms  in  the 
State  of  Iowa  in  FY'94  and  FY95.  What  types  of  services  provided  by  Ex-Im  are 
utilized  by  Iowa  business?  Do  you  see  any  way  to  expand  Ex-Im  involvement  with 
Iowa  business? 

Answer.  From  October  1,  1993  to  April  4,  1995,  Ex-Im  Bank  has  supported  the 
following  disbursements  and  shipments  to  Iowa.  Because  of  the  time  it  takes  to 
make  transactions  operational,  disbursements  under  the  loan  and  guarantee  pro- 
gram can  actually  reflect  transactions  that  may  have  been  authorized  in  prior  fiscal 
years.  Disbursements  also  represent  a  single  payment  under  a  transaction  that  may 
contain  multiple  payments  under  the  loan  and  guarantee  program. 
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Exporter  Export  value 

Loan  and  guarantee  disbursements: 

Compressor  Controls  Corp  $134,580 

Fisher  Controls  International  1,735,030 

International  Pipe  Machinery  Corp  833,773 

Iowa  Precision  Industries  Inc  103,628 

Rockwell  International  Corp  678,855 

445,748 

Thermal  Insulation  Services  76,073 

Vermeer  Manufacturing  Services  267,721 

Viking  Pump  Inc  3,942 

Total  loan  and  guarantee  disbursements 4,279,350 

Insurance  shipments: 

Diamond  V.  Mills,  Inc  2,261,636 

International  Whey  Technics 42,065 

Kwik-Way  Industries,  Inc  1,751,617 

National  Oats  Company,  Div  98,134 

Norand  Corporation  24,360,498 

Standard  Golf  Company,  Inc  1,848,001 

Triland  Foods,  Inc  326,721 

Trip  "F"  Inc  509,066 

Vermeer  Manufacturing  Company  2,473,720 

Total  insurance  shipments  33,671,459 

Total  for  Iowa  37,950,809 

Ex-Im  Bank  does  not  currently  have  an  active  marketing  effort  or  City/State  Pro- 
gram in  Iowa.  Ex-Im  Bank  has  approached  Iowa's  state  export  promotion  entities 
concerning  our  City/State  program;  however,  to  date  they  have  not  expressed  any 
serious  interest  in  it.  However,  Ex-Im  Bank  would  be  happy  to  work  with  Iowa  in 
this  regard  once  there  is  an  active  interest. 

Question.  Your  budget  request  includes  a  request  for  $100  for  tied  aid.  Could  you 
detail  for  the  Subcommittee  the  trends  in  this  area?  Are  foreign  governments  in- 
creasing tied  aid  support  to  business?  What  does  Ex-Im  expect  to  see  in  this  area 
in  the  next  few  years? 

Answer.  There  has  been  a  significant  decline  in  foreign  tied  aid  offers  since  1992, 
when  the  latest  OECD  tied  aid  rules  came  into  effect.  In  part,  this  is  due  to  OECD 
restrictions  on  the  countries  and  types  of  projects  eligible  for  tied  aid.  It  was  also 
due  to  budget  constraints  in  some  countries,  namely  Italy,  which  has  largely  with- 
drawn from  providing  tied  aid.  Over  1993-1994,  foreign  tied  aid  offers  have  run  at 
a  level  of  $7-8  billion  per  year — not  an  insignificant  level  of  continuing  foreign  tied 
aid  involvement.  In  particular,  there  has  been  no  weakening  of  France's  or  Ger- 
many's commitment  to  support  their  firms  with  large  amounts  of  tied  aid.  Over  the 
next  few  years,  we  do  not  expect  any  dramatic  change  in  the  overall  foreign  tied 
aid  offer  numbers  either  downward  or  upward.  Attached  are  tables  detailing  the 
trends  in  foreign  tied  aid  use. 

Question.  Could  you  please  detail  the  types  of  business  demand  Ex-Im  is  seeing 
to  the  N.I.S.  countries? 

Answer.  The  following  is  a  table  of  final  authorizations  in  Russia  and  the  other 
NIS  states  for  FY's  94  and  FY'95  as  of  March  23,  1995. 

[Dollars  in  millions] 

Fiscal  vear  flscal  year 

cai  year  ,g95  (Year 


1994 


To-Date) 


Russia     

Loans  and  Guarantees               1.254  8             456  7 

Insurance 00                 00 

Other  NIS  States  

Loans  and  Guarantees  23  1               53  1 

Insurance  373  7                 2  7 


Total   1.655  6  512  5 
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The  majority  of  Ex-Im  bank's  loan  and  guarantee  authorizations  in  Russia  are 
concentrated  in  $1.3  billion  of  transactions  that  have  been  approved  under  the  Oil 
and  Gas  Framework  Agreement,  which  is  secured  by  the  assignment  of  hard  cur- 
rency export  earnings  through  offshore  escrow  accounts.  Thus  far,  no  funds  have 
been  disbursed  under  this  program. 

Ex-Im  Bank  has  also  supported  other  loan  and  guarantee  transactions  in 
Kazakhstan  and  Russia.  In  Kazakhstan,  Ex-Im  Bank  supported  a  citric  acid  plant. 
The  majority  of  our  lending  has  occurred  in  Russia  where  we  have  supported  a  vari- 
ety of  transactions,  including  textile  equipment,  concrete  block  manufacturing,  med- 
ical equipment,  a  saw  mill,  aluminum  foil  manufacturing,  and  pulp  and  paper  man- 
ufacturing. Under  Ex-Im  Bank's  insurance  program,  we  have  supported  a  wide  vari- 
ety of  exports,  including  agricultural  inputs. 

Potential  demand  in  this  region  would  include  the  energy  sector,  commercial  jet 
aircraft,  telecommunications,  petrochemical  plants,  mining,  the  lumber  industry, 
pre-fabricated  housing,  other  manufacturing  plants  and  agricultural  equipment. 

Question.  Is  Ex-Im  comfortable  with  the  business  infrastructure  in  these  coun- 
tries? 

Answer.  Ex-Im  Bank  is  generally  not  open  in  the  private  sector.  The  principle  rea- 
son for  the  policy  is  the  lack  of  adequate  financial  information  that  is  prepared  in 
accordance  with  generally  accepted  accounting  principles  for  the  analysis  of  trans- 
actions, and  the  absence  of  an  evolved  banking  system.  Ex-Im  Bank  is,  however, 
prepared  to  consider  limited  recourse  project  finance  transactions,  secured  by  the  as- 
signment of  hard  currency  export  earnings. 

Question.  How  would  an  increase  in  Ex-Im's  administrative  budget  translate  into 
an  increase  in  business  exports? 

Answer.  We  believe  that  the  measures  that  the  Ex-Im  Bank  has  taken  to  re-in- 
vent our  programs  and  delivery  processes  will  enable  the  Bank  to  meet  exporter's 
needs  with  the  requested  level  of  administrative  appropriations. 

From  1993  to  1994,  total  transactions  increased  from  1,800  to  2,400.  While  the 
volume  of  business  has  increased,  the  number  of  full-time  employees  has  steadily 
decreased.  By  the  end  of  FV96,  we  are  expecting  full-time  employees  will  drop  from 
448  to  438.  Thus,  fewer  staff  will  be  handling  an  ever  increasing  volume  of  business. 
In  addition,  the  transactions  themselves  are  becoming  more  complex  a  the  demand 
for  project  finance  increases  and  the  need  for  private  sector  deals  grows  in  impor- 
tance. To  meet  these  demands,  Ex-Im  bank's  staff  must  be  trained  and  retained  to 
meet  the  challenging  demands  of  a  21st  century  export  financing  institution. 
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SUBMITTED  TO  THE  OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 

Demand  for  OPIC  Services 

Question.  Taking  into  account  the  size  of  your  staff  and  projections  in  demand  for 
OPIC  services,  what  is  the  maximum  appropriation  OPIC  could  utilize  in  FY  1996? 

Answer.  Maintaining  the  traditional  high  credit  quality  of  its  finance  program  is 
of  paramount  importance  to  OPIC.  With  the  anticipated  ongoing  strong  demand  for 
OPIC  financing  among  U.S.  businesses,  OPIC  will  continue  to  strive  to  be  respon- 
sive, given  both  the  agency's  limited  personnel  resources  and  the  fiscal  constraints 
facing  the  U.S.  Government  as  a  whole.  In  its  efforts  to  address  the  high  demand 
for  financing  to  date,  OPIC  has  taken  several  prudent  steps  to  effectively  manage 
its  expanding  portfolio.  Such  steps  include  the  internal  reassignment  of  personnel 
from  non-credit  to  credit  functions,  hiring  additional  new  staff.and  increasing  the 
amount  of  financing  available  per  project. 

As  OPIC  looks  ahead  to  the  expected  continued  expansion  of  its  finance  portfolio 
in  the  years  to  come,  it  realize  that  this  growth  must  go  hand-in-hand  with  addi- 
tional resources  to  ensure  that  credit  quality  is  not  sacrificed.  While  OPIC  programs 
are  self-sustaining,  OPIC  is  cognizant  of  the  many  competing  needs  for  resources 
within  the  government  at  this  time  and  because  of  that  fact  we  will  continue  to  be 
as  effective  as  possible  using  the  resources  made  available  to  us. 

To  fully  meet  current  demands  for  financing,  OPIC  would  require  additional  per- 
sonnel resources  due  to  the  labor-intensive  responsibilities  relating  to  a  growing  fi- 
nance portfolio.  OPIC  staff  is  responsible  not  only  for  committing  new  finance 
projects,  but  for  equally  important  follow-on  tasks.  These  include  developing  com- 
mittee projects  often  through  a  series  of  disbursements  over  months  and  sometimes 
years,  and  then  working  with  this  project  over  the  life  of  the  loan  following  dis- 
bursement. The  necessary  tasks  involved  in  these  respective  stages  of  an  OPIC  fi- 
nance project  are  very  important  to  our  overall  portfolio  management,  but  they  are 
also  exceedingly  complex  and  time-consuming. 

Iowa  Contacts 

Question.  Please  provide  a  summary  of  OPIC's  involvement  with  firms  in  the  state 
of  Iowa  in  FY94  and  FY95.  What  types  of  services  provided  by  OPIC  are  utilized 
by  Iowa  businesses?  Do  you  see  any  way  to  expand  OPIC  involvement  with  Iowa 
businesses? 

Answer.  OPIC,  in  conjunction  with  the  U.S.  Embassy/U.S.  &  Foreign  Commercial 
Service  in  Kiev,  the  Greater  Des  Moines  Chamber  of  Commerce  Federation,  and  the 
Midwest  Agribusiness  professionals  in  the  United  States,  August  8-15,  1994.  The 
delegation  spent  the  first  have  of  this  reverse  investment  mission  in  Washington, 
D.C.  and  the  second  half  of  the  mission  in  Iowa.  The  mission  focused  on  the  agricul- 
tural industry  and  was  attended  by  U.S.  and  Ukrainian  government  officials.  Mis- 
sion participants  included  24  business  representatives  from  23  Ukrainian  compa- 
nies. 

After  completing  the  first  portion  of  their  stay  in  Washington,  D.C,  the  delegates 
spent  four  days  in  Iowa  (August  11-14),  including  an  Investor  Conference.  Each 
Ukrainian  company  met  with  at  least  three  U.S.  companies,  with  some  firms  meet- 
ing with  as  many  as  six  U.S.  companies.  Some  of  the  most  fruitful  meetings  in- 
volved U.S.  companies  such  as  Sauer  Sunstrand,  Archer  Daniels  Midland,  John 
Deere  and  Triple  "F",  Inc. 

During  the  mission  the  Ukrainian  delegation  visited  several  businesses  in  the  Des 
Moines  area.  The  group  toured  a  local  American  Cyanamid  grain,  fertilizer  and  ani- 
mal feed  cooperative  and  discussed  the  breeding  of  corn  and  soybean  seeds  at  Pio- 
neer Hi-Bred.  They  also  attended  a  demonstration  of  state-of-the-art  soybean/grain 
processing  equipment. 

Preliminary  results  show  that  the  mission  resulted  in  the  development  of  contacts 
between  U.S.  and  Ukrainian  businesses,  while  allowing  for  networking  among 
Ukrainian  agricultural  businesses.  Although  none  of  these  relationships  have,  as 
yet,  developed  into  OPIC  assisted  investment  projects,  prospects  are  good  that  such 
business  ventures  will  evolve  in  the  future. 

In  addition,  OPIC  has  conducted  other  outreach  activities  in  Iowa  including  an 
international  trade  meeting  in  Cedar  Rapids  in  September  1994. 

More  recently,  in  December  1994  OPIC  approved  support  for  a  $100  million  fund 
to  be  invested  in  agribusiness  ventures  in  Russia  and  the  other  nations  of  the 
former  Soviet  Union.  OPIC  will  provide  an  investment  guaranty  for  up  to  $75  mil- 
lion of  the  debt  portion  of  the  fund.  The  fund  will  be  managed  by  the  Omaha,  Ne- 
braska-based Agribusiness  Management  Co.  L.L.C.,  a  subsidiary  of  the  America 
First  Companies  L.L.C.  Given  the  broad  range  of  agricultural  enterprises  in  which 
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the  fund  plans  to  invest  together  with  the  fact  that  the  Fund  will  be  investing 
alongside  major  U.S.  agribusiness  firms,  it  is  likely  that  Iowa  businesses  will  benefit 
from  this  venture.  The  Fund  is  currently  screening  investment  projects  and  is  ex- 
pected to  begin  investing  within  two  to  three  months. 

Environmental  Concerns  and  Workers  Rights 

Question.  OPIC  has  always  worked  to  promote  projects  which  benefit  the  U.S. 
economy  and  promote  exports.  OPIC  has  added  new  goals  under  the  Clinton  Admin- 
istration to  only  accept  projects  which  are  sensitive  to  environmental  concerns  and 
promote  international  workers  rights. 

Now  other  developed  countries  do  not  appear  to  share  these  goals  when  helping 
business  abroad.  Please  detail  for  the  Committee  the  following: 

Question.  How  many  applications  from  American  business  has  OPIC  denied  be- 
cause of  failure  to  take  into  account  international  workers  rights  or  environmental 
concerns? 

Answer.  This  Administration  has  strengthened  and  articulated  OPIC's  commit- 
ment to  environmental  protection  and  worker  rights  in  its  support  of  U.S.  private 
investment  overseas.  However,  these  concerns  are  not  new.  The  environmental  and 
worker  rights  provisions  applied  to  OPIC  in  the  Foreign  Assistance  Act  were  en- 
acted in  their  current  form  with  strong  bipartisan  support,  as  part  of  the  OPIC 
Amendments  Act  of  1985,  which  was  signed  into  law  by  President  Ronald  Reagan. 

With  respect  to  worker  rights  per  se,  OPIC  has  not  had  occasion  to  deny  support 
to  particular  projects,  for  the  following  reasons: 

By  statute,  OPIC  is:  (1)  restricted  to  operating  its  programs  in  only  those  coun- 
tries that  are  "taking  steps  to  adopt  and  implement  internationally  recognized  work- 
er rights";  and  (2)  prohibited  from  supporting  projects  that  "contribute  to  worker 
rights  violations"  in  countries  where  OPIC  programs  are  operational. 

The  first  prohibition  has  the  effect  of  discouraging  applications  for  projects  in  par- 
ticular countries.  An  example  of  one  country  currently  subject  to  this  prohibition  is 
South  Korea.  Since  South  Korea  is  no  longer  on  OPIC's  country  list.  OPIC  does  not 
receive  applications  for  projects  there.  In  other  cases,  applications  were  withdrawn 
for  a  variety  of  reasons  in  addition  to  host  country  worker  rights  conditions. 

To  implement  the  second  prohibition,  OPIC  is  required,  also  by  statute,  to  obtain 
contractual  representation  from  client  companies  that  they  will  not  take  action  that 
will  contribute  to  worker  rights  violations.  Since  all  companies  have  agreed  to  these 
representations,  OPIC  has  not  had  to  deny  support  for  any  individual  projects  in 
eligible  countries  on  worker  rights  grounds. 

By  statute  OPIC  is  required  to  decline  assistance  to  projects  posing  "major  or  un- 
reasonable hazards  to  the  environment,  public  health  or  safety"  in  host  countries. 
OPIC  declines  assistance  to  an  average  of  three  projects  per  year  on  this  basis. 

Question.  How  many  of  these  projects  were  financed  eventually  by  foreign  compa- 
nies? 

Answer.  OPIC  does  not  know  of  any  project  for  which  support  was  denied  on  envi- 
ronmental or  worker  rights  grounds  where  a  U.S.  company  was  subsequently  dis- 
placed by  a  non-U. S.  company.  However,  since  OPIC  does  not  systematically  track 
projects  after  support  has  been  denied,  it  is  possible  that  one  or  more  such  projects 
have  subsequently  been  financed  by  a  foreign  financial  institution  in  place  of  OPIC 
or  an  OPIC-guaranteed  U.S. -based  financial  institution. 

Question.  How  does  OPIC  make  such  deals  attractive  to  nations  which  do  not 
share  the  environmental  or  worker  rights  concerns  of  OPIC? 

Answer.  It  is  true  that  some  countries  do  not  share  U.S.  concerns  about  the  envi- 
ronmental and  worker  rights  impact  of  investment  projects.  However,  it  has  been 
OPIC's  experience  that,  on  balance,  our  concern  with  these  matters  helps  make  U.S. 
companies  more  competitive  and  their  investments  more  productive  and  secure, 
than  investments  that  do  not  provide  acceptable  standards  with  respect  to  the  envi- 
ronment and  worker  rights.  Moreover,  attention  to  these  issues  reduces  OPIC's  and 
the  U.S.  Government's  risk  of  project  failure  due  to  adverse  environmental  impacts 
or  labor  strife.  Other  investment  promotion  agencies,  such  as  Canada's  Export  De- 
velopment Corporation,  are  following  OPIC's  lead  in  incorporating  environmental 
concerns  in  their  criteria  for  project  finance. 

SUBMITTED  TO  THE  U.S.  TRADE  AND  DEVELOPMENT  AGENCY 

Question.  Taking  into  account  the  size  of  your  staff  and  projections  in  demand  for 
TDA  services,  what  is  the  maximum  appropriation  TDA  could  utilize  in  FY96? 

Answer.  I  am  confident  TDA  could  spend  any  level  of  funding  that  the  President 
might  propose  and  Congress  might  appropriate  to  support  U.S.  exports  effectively 
and  create  jobs  for  American  workers. 
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Increased  funding  would  enable  the  agency  to: 

Be  more  aggressive  in  supporting  market  opportunities  in  the  Big  Emerging  Mar- 
kets (BEMs),  which  include  the  China  Economic  Region  (China,  Taiwan,  and  Hong 
Kong),  Indonesia,  South  Korea.  India,  Mexico,  Argentina,  Brazil,  South  Africa,  Po- 
land, and  Turkey.  These  countries  have  been  identified  by  the  Trade  Promotion  Co- 
ordinating Committee  (TPCC)  as  areas  of  special  opportunity  for  U.S.  companies 
that  should  receive  additional  focus  and  resources  from  U.S.  government  export  pro- 
motion agencies; 

Meet  its  recent  mandate  to  provide  funding  for  design  engineering  to  major 
projects  that  hold  particular  promise  for  increased  U.S.  exports; 

Help  more  U.S.  businesses  obtain  a  share  of  the  growing,  but  increasingly  com- 
petitive, export  markets  created  by  capital  projects  in  countries  where  the  agency 
already  is  active;  and 

Provide  TDA  with  the  capability  to  operate  effectively  in  new  markets.  Currently 
TDA  is  not  active  in  a  number  of  countries,  including  China,  Vietnam  and  Brazil, 
because  of  U.S.  Government  policy.  Should  this  policy  change,  additional  funds 
would  allow  TDA  to  respond  quickly  and  effectively  to  new  policy  initiatives. 

The  President's  FY  1996  budget"  request  for  TDA  is  $67  million.  This  represents 
a  sizable  increase  in  our  direct  appropriation,  including  $17  million  to  support  our 
work  in  the  NIS  that  in  previous  years  was  transferred  to  us  from  A.I.D.  This  fund- 
ing level  will  permit  the  agency  to  be  even  more  effective  in  responding  to  the  com- 
mitment of  both  the  Administration  and  Congress  to  support  the  American  business 
community  in  selling  U.S.  goods  and  services  in  foreign  markets,  thereby  preserving 
and  creating  jobs  here  at  home. 

Question.  Please  provide  a  summary  of  TDA's  involvement  with  firms  in  the  state 
of  Iowa  in  FY94  and  FY95.  What  types  of  services  provided  by  TDA  are  utilized  by 
Iowa  business?  Do  you  see  any  way  to  expand  TDA  involvement  with  Iowa  busi- 
ness? 

Answer.  TDA  projects  have  supported  several  Iowa  companies  in  the  recent  past.1 
Stanley  Consultants  of  Muscatine  has  just  finished  a  feasibility  study  for  Flue  Gas 
Desulfurization  of  Slovenia.  They  maintain  communications  with  Stanley  Consult- 
ants about  possible  projects  for  TDA  funding.  Stanley  is  currently  developing 
projects  in  Peru  that  will  probably  be  submitted  to  TDA  for  funding.  Stanley  Con- 
sultant's manager  of  international  business,  Jim  Hallatz,  will  participate  in  the 
technical  symposium  that  TDA  is  sponsoring  April  24-26  to  promote  U.S  commer- 
cial interests  in  the  Jordan  Rift  Valley. 

A  FY92  Russia  and  Ukraine  Agribusiness  Centers  study  was  conducted  by  Iowa 
State  University.  The  organizers  have  reported  to  us  that  this  project  has  produced 
business  in  the  last  few  years  for  several  Iowa  companies  including  Stine  Seed,  Pio- 
neer Hi-Bred,  Triple  F  and  Shiwers. 

A  TDA  water  control  project  in  Venezuela  that  was  carried  out  by  Harza  Engi- 
neers of  Chicago  has  led  to  exports  in  the  last  three  years  for  Construction  Products 
Inc.  of  Des  Moines  and  Iowa  Mold  Tooling  Co.  of  Garner. 

The  prime  contractor  for  a  TDA-supported  sugar  refinery  project  in  Ethiopia  has 
informed  us  that  an  Iowa  company,  Coppus-Murray,  is  one  of  the  U.S.  companies 
on  the  short  list  to  export  turbine  generators. 

In  addition,  twelve  companies  in  Iowa  have  suppled  equipment  to  various  other 
TDA-supported  projects,  including  several  in  Turkey  and  in  the  NIS. 

TDA  has  also  been  active  in  identifying  projects  that  support  agribusiness  compa- 
nies. We  would  welcome  any  ideas  that  your  staff  or  the  Iowa  State  Government 
may  have  for  ways  that  TDA  can  support  Iowa  companies.  \ 

Question.  Can  you  provide  the  Subcommittee  with  a  few  examples  of  how  the 
Trade  Coordinating  Committee  has  improved  operations  among  the  three  groups? 

Answer.  Under  the  leadership  of  the  Trade  Promotion  Coordinating  Committee 
(TPCO.  TDA  has  been  working  more  closely  with  the  Ex-Im  Bank,  OPIC,  the  De- 
partment of  Commerce,  and  the  other  export  promotion  agencies  than  ever  before, 
with  a  focus  on  helping  U.S.  exporters.  Specifically,  with  OPIC  and  Ex-Im.  TDA  re- 
gional staff  are  in  contact  with  Ex-Im  and  OPIC  staff  members  on  a  daily  basis  to 
determine  their  level  of  interest  and  the  financing  criteria  for  projects  under  review 
by  TDA.  In  addition,  TDA  staff  meet  approximately  every  six  weeks  with  appro- 
priate regional  staff  from  Ex-Im  and  OPIC  to  discuss  thefinancing  of  projects  for 
which  TDA-funded  studies  have  been  completed.  Some  specific  examples  of  joint  co- 
operation among  our  three  agencies  follow: 


'Please  note  that  it  generally  takes  several  years  for  a  TDA-funded  project  to  mature  and 
be  implemented;  thus  it  is  too  early  to  assess  Iowa  companies'  involvement  in  TDA  projects  initi- 
ated during  FY94  and  FY95. 
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Georgia-based  Southern  Electric  International  and  the  Slovak  Power  Enterprise 
have  developed  a  joint  venture  agreement  to  upgrade  a  1,320  megawatt  power  plant 
in  Vojany,  Slovakia,  with  estimated  U.S.  exports  at  approximately  $100  million.  The 
use  of  U.S.  technology  will  set  a  standard  for  other  Slovakian  power  plants  and  lead 
to  potential  follow-on  work  for  U.S.  companies.  TDA  has  played  a  major  role  in  this 
effort,  beginning  in  1992  with  a  $360,000  grant  to  the  Slovak  Federal  Ministry  of 
Economy  for  a  feasibility  study  on  the  rehabilitation  of  the  Vojany  plant.  Southern 
Electric  performed  the  study  contributing  an  additional  $98,000  in  services.  In  1993, 
TDA  provided  a  $95,000  technical  assistance  grant  to  the  Slovak  Power  Enterprise 
to  prepare  the  necessary  bid  documents  for  the  procurement  of  goods  and  services 
to  implement  the  feasibility  study  recommendations.  TDA  also  worked  with  South- 
ern Electric  to  help  identify  sources  for  project  financing  and  recommended  that  the 
company  participate  in  an  OPIC  trade  mission  to  the  Slovak  Republic.  This  led 
Southern  Electric  to  apply  to  OPIC  for  finance  and  political  risk  insurance  for  the 
project. 

TDA  provided  $300,000  to  cost-share  a  study  on  the  modernization  of  the  Perm 
oil  refinery  which  was  performed  by  Lummus  Crest  in  New  Jersey.  As  a  result, 
Perm  has  already  signed  contracts  totaling  $21  million  for  U.S.  technology  licenses 
and  engineering  services.  In  addition,  an  Ex-Im  Bank  guarantee  has  been  approved 
for  the  next  phase  of  the  project,  amounting  to  $96  million  in  U.S.  goods  and  serv- 
ices. 

TDA  provided  $265,000  for  a  study  related  to  the  Sirena  Airline  Reservation  Sys- 
tem project.  Ex-Im  Bank  has  approved  guarantees  covering  U.S.  exports  of  about 
$85  million  for  the  project,  and  additional  EBRD  financing  is  pending. 

TDA  provided  a  grant  of  $450,000  to  cost-share  a  program  to  identify  priority  sur- 
face transportation  and  distribution  needs  and  to  carry  out  feasibility  studies  on 
railroad  and  port  management  information  system  projects  in  the  Russian  Federa- 
tion. As  a  result  of  the  program,  Sealand  is  moving  forward  with  port  projects  in 
St.  Petersburg  and  Vostochny,  and  an  intermodal  terminal  in  Moscow.  Total  U.S. 
exports  for  these  projects,  for  which  OPIC  support  is  expected,  are  estimated  at 
about  $40  million. 

TDA  is  providing  funding  of  $550,000  to  cost-share  a  study  on  coproduction  of 
Kamaz  trucks  with  Cummins  engines  and  Rockwell  axles.  Cummins  is  carrying  out 
the  study.  U.S.  exports  over  the  course  of  the  next  five  years  could  total  well  over 
$500  million  in  complete  engines  and  axles,  production  equipment,  and  engine  and 
axle  kits.  The  EBRD  and  OPIC  are  currently  evaluating  the  project  for  financing. 

TDA  worked  with  Ex-Im  Bank  on  a  conference/exhibition  in  Moscow  focused  on 
educating  both  American  and  Russian  companies  on  Ex-Im  Bank's  Oil  and  Gas 
Framework  Agreement.  The  U.S.-Russia  Business  Council  organized  the  conference/ 
exhibition. 

In  late  February  of  this  year,  TDA  and  Ex-Im's  Asian  Region  staff  conducted  a 
joint  mission  to  Thailand  to  introduce  the  beneficiaries  of  TDA-funded  feasibility 
studies  (on  6-8  projects)  to  Ex-Im  Bank  and  to  encourage  the  project  sponsors  to 
pursue  Ex-Im  financing.  This  effort  will  enhance  the  prospects  for  U.S.  exports  to 
TDA-funded  projects  in  Thailand.  Other  such  joint  trips  to  the  regions  are  planned. 

TDA  is  also  actively  participating  with  other  members  of  the  TPCC  on  its  Advo- 
cacy efforts  to  assist  U.S.  exporters.  Together  we  have  developed  a  list  of  key 
projects  to  be  targeted  and  monitored  by  the  Advocacy  Network.  TDA's  involvement 
in  this  effort  has  helped  the  group  to  identify  proactively  those  projects  which  are 
only  now  being  defined,  thus  enabling  us  to  influence  the  development  of  the 
projects  so  as  to  include  more  U.S.  companies. 

An  example  of  one  recent  success  of  the  Advocacy  Network  is  the  Ellicott  Machine 
Corporation  procurement.  TDA  provided  a  $45,000  grant  in  support  of  Ellicott  to 
fund  a  visit  to  the  U.S.  of  Indonesian  decision-makers  associated  with  procurement 
of  dredging  equipment.  This  was  offered  in  direct  response  to  a  comparable  visit 
provided  by  the  Norwegian  government  in  support  of  this  Norwegian  firm.  Ex-Im 
Bank  has  offered  an  aggressive  financing  package  to  counter  the  Norwegian  offer. 
TDA  also  brought  Minister  of  Communications  Haryanto  to  the  U.S.  in  March,  and 
he  visited  the  Ellicott  site.  As  a  result  of  U.S.  Government  Advocacy,  Ministries  of 
Communications  and  Finance  have  approved  an  award  of  around  $40  million  to 
Ellicott. 

TDA  is  also  an  active  participant  in  the  training  of  the  staff  of  the  TPCC  Export 
Assistance  Centers  (EACs)  throughout  the  United  States.  There  are  four  EACs  al- 
ready open  for  business  in  Los  Angeles,  Baltimore,  Chicago  and  Miami.  The  EACs 
provide  export  information  and  counseling  to  local  business  on  all  the  federal  export 
assistance  programs  available  to  Americans,  including  TDA.  Ex-Im,  OPIC,  SBA  and 
Commerce,  as  well  as  other  TPCC  members.  Ten  new  EACs  are  now  being  set  up 
in  Dallas,  Seattle,  Denver,  St.  Louis.  Atlanta,  New  Orleans,  Cleveland,  Boston,  New 
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York  City,  Philadelphia,  and  Detroit.  The  EACs  greatly  enhance  TDA's  nationwide 
outreach  program  and  leverage  TDA's  small  staffs  ability  to  reach  businesses  across 
the  country. 

Question.  Can  TDA  please  provide  examples  of  the  sectors  where  U.S.  business 
needs  TDA  services? 

Answer.  TDA-funded  feasibility  studies  primarily  support  U.S.  manufacturers  and 
equipment  suppliers  in  a  wide  range  of  sectors  including  power,  aviation,  tele- 
communications, and  transportation.  In  addition,  TDA  grants  support  engineering 
and  construction  work  in  the  sectors  of  energy,  environment,  and  water  resources. 
In  our  experience,  these  are  the  sectors  which  seek  to  benefit  significantly  from 
major  contracts  or  follow-on  work  on  major  infrastructure  projects.  These  are  also 
sectors  in  which  the  U.S.  companies  are  competitive,  but  because  of  the  strong  sup- 
port foreign  companies  receive  from  their  respective  governments,  the  U.S.  compa- 
nies are  often — or  face  the  potential  of  being — locked  out  of  these  markets. 

Question.  How  would  TDA  assess  the  tied  aid  issue?  Is  it  a  growing  practice 
among  other  nations? 

Answer.  The  current  imbalance  in  practices  in  tied  aid  among  the  OECD  coun- 
tries reflects  the  U.S.  Government's  aid  focus  on  sustainable  development — basic 
human  needs  and  institution  building — while  our  foreign  competitors  and  trading 
partners  view  capital  projects  as  an  appropriate  component  of  development  assist- 
ance and  use  tied  aid  to  finance  projects  of  commercial  importance  to  them. 

Under  the  more  stringent  disciplines  of  the  Helsinki  Package  agreed  to  by  mem- 
bers of  the  OECD  in  February  1992,  the  use  of  tied  aid  was  further  limited.  The 
Helsinki  Agreement  narrowed  the  countries  and  projects  in  which  tied  aid  could  be 
used  and  raised  the  minimum  level  of  subsidy  tied  aid  can  provide  from  10%  to  35%. 
The  Agreement  also  established  procedures  for  formal  challenges  to  tied  aid  prac- 
tices. However,  tied  aid  credits  are  still  permitted  for  projects  in  which  there  is  no 
commercial  revenue  flow  or  in  larger  projects  in  which  it  is  difficult  to  estimate  rev- 
enue allocation  against  the  capital  costs.  Thus,  tied  aid  credits  for  capital  projects 
will  continue  to  be  available  from  other  industrialized  countries  and  will  place  U.S. 
exporters  at  a  competitive  disadvantage  in  significant  markets. 

There  is  an  overall  downward  trend  in  tied  aid  credits,  as  reported  by  the  OECD. 
From  1992  to  1993,  tied  aid  decreased  from  $15  billion  to  $7  billion.  However,  there 
is  concern  in  the  OECD — which  we  share — that  trade  and  aid  distortion  remains  a 
serious  problem.  The  Helsinki  Agreement  is  still  subject  to  interpretation  regarding 
the  definition  of  "project"  and  the  analysis  of  pricing.  Compliance  with  applicable 
guidelines  is  uneven  and  often  controversial.  New  notification  requirements  on  "un- 
tied" aid  procurement  may  give  additional  assurance  that  trade/aid  distortions  are 
not  occurring  but  that  remains  to  be  seen. 

Furthermore,  although  tied  aid  is  on  the  decline,  untied  aid  is  drastically  increas- 
ing, from  $6  billion  in  1992  to  $12  billion  in  1993.  For  example,  in  1993,  Japan  pro- 
vided $3.6  billion  in  aid  to  the  ASEAN  countries  alone.  There  is  a  strongly  held  view 
within  the  U.S.  Government  and  the  U.S.  business  community  that  because  of  a 
lack  of  transparency  in  the  various  donors'  bidding  procedures,  notably  the  Japa- 
nese, much  of  the  untied  aid  is  effectively  tied.  This  is  particularly  the  case  where 
donors  such  as  the  Japanese  have  a  large  amount  of  tied  aid  grants  for  feasibility 
studies  which  give  a  competitive  edge  to  Japanese  firms  on  the  follow-on  project  im- 
plementation financed  with  untied  Japanese  loans. 

Question.  Is  your  new  reimbursement  policy  permanent  or  does  TDA  plan  to  re- 
view the  policy  after  a  set  of  period  of  time  with  the  possibly  of  terminating  or  ex- 
panding the  policy? 

Answer.  TDA  intends  to  implement  this  new  policy  in  an  aggressive  but  thought- 
ful manner,  ensuring  that  it  does  not  undercut  the  principal  objective  of  our  pro- 
gram, which  is  to  level  the  playing  field  for  U.S.  companies  competing  against  for- 
eign firms  heavily  supported  by  their  governments.  This  means  initially  applying 
the  reimbursement  requirement  to  a  select  group  of  projects,  on  a  case-by-case  basis. 

Frankly,  TDA  has  some  concerns  about  the  administrative  burden  of  such  a  pro- 
gram. However,  we  recognize  that  the  nature  of  the  projects  we  are  funding  is 
changing,  and  that  it  makes  sense  to  reevaluate  how  we  apply  our  program  to  these 
projects.  We  expect  to  learn  from  each  case,  but  we  understand  that  it  will  take  sev- 
eral years  before  we  can  truly  measure  how  cost  effective  or  successful  a  reimburse- 
ment program  is.  Our  intent  is  to  pursue  this  program  aggressively  and,  based  on 
our  experience,  to  see  where  we  can  apply  the  requirement  more  broadly. 

Our  expectation  is  that  this  program  will  be  successful.  If,  however,  our  experi- 
ence proves  to  be  otherwise,  we  would  consult  with  Congress  on  any  proposed 
changes. 

Question.  What  are  the  special  problems  of  market  entry  in  the  NIS  countries? 
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Answer.  The  former  Soviet  Union  remains  a  difficult  place  to  do  business,  let 
alone  make  a  major  investment,  because  of  political  and  economic  risks  as  well  as 
an  underdeveloped  legal  and  institutional  environment.  Indeed,  much  has  been 
written  recently  on  the  problems  of  crime,  taxation,  and  other  disincentives  faced 
by  foreign  businesses  in  Russia.  In  such  a  climate,  it  is  not  surprising  that  even 
the  largest  U.S.  companies  are  reluctant  to  commit  the  extensive  corporate  re- 
sources that  are  needed  to  pursue  a  commercial  or  investment  opportunity  that  may 
or  may  not  actually  exist  and,  if  it  does,  may  require  years  of  nurturing  before  any 
profit  is  turned.  Nevertheless,  the  Administration  believes  this  investment  is  critical 
to  the  stabilization  of  democratic  and  free-market  forces  in  Russia.  The  assistance 
provided  by  TDA  and  the  other  export  promotion  agencies  helps  offset  the  risks  to 
U.S.  companies  of  doing  business  in  Russia  and  the  other  republics  of  the  NIS. 

Many  Russian  organizations  are  reluctant  to  pursue  projects  with  U.S.  companies 
without  the  "seal  of  approval"  provided  by  U.S.  Government  support  for  the  project. 
This  is  especially  true  given  the  Soviet-era  experience,  when  U.S.  companies  worked 
for  years  on  proposed  projects  with  their  local  counterparts,  only  to  have  the  U.S. 
Government  kill  the  deals  at  the  last  minute.  As  a  result,  the  market  has  been 
largely  dominated  by  our  foreign  competitors.  TDA's  involvement  assists  by  "wrap- 
ping the  American  flag"  around  a  project,  to  help  ensure  that  it  is  actually  imple- 
mented by  a  U.S.  company. 

Russian  authorities  are  used  to  dealing  with  foreign  partners  on  a  government- 
to-government  basis.  And  while  many  U.S.  companies  are  spending  their  own  re- 
sources to  develop  new  markets  in  the  NIS,  their  competitors  often  have  the  direct 
or  indirect  support  of  their  governments. 


Questions  for  the  Record  Submitted  by  Congressman 

Packard 

SUBMITTED  TO  U.S.  TRADE  AND  DEVELOPMENT  AGENCY 

Question.  Request  to  supply  for  the  committee  and  the  record  the  prohibitions;  the 
bans  that  now  exist,  the  countries  that  are  precluded  from  our  Agency,  specifically, 
doing  business,  and  the  statutes  or  reasons  why.  (p.  48) 

Answer.  U.S.  statutory  prohibitions  or  restrictions  regarding  foreign  assistance 
that  apply  to  TDA  programs. 

The  following  is  a  list  of  the  developing  and  middle-income  countries  where  the 
U.S.  Trade  and  Development  Agency  currently  does  not  operate  because  of  statutory 
prohibitions.  Industrialized  nations  are  not  included  in  this  report  because  TDA  is 
not  authorized  to  give  assistance  to  these  countries.  The  statutory  authority  for  each 
prohibition  or  restriction  on  foreign  assistance  that  applies  to  TDA  programs  is  sum- 
marized first  and  an  itemized  list  for  each  country  follows.  The  list  is  comprehensive 
to  the  best  of  our  knowledge,  based  upon  a  review  of  the  legislation  and  consultation 
with  representatives  of  the  Department  of  State  and  USAID. 

I.  General.  (1)  Direct  Assistance  to  Specific  Countries. — Section  507  of  the  FY  1995 
Foreign  Operations  Appropriations  Act  restricts  direct  foreign  assistance  to  specific 
countries.  (Pub.  L.  No.  103-306,  108  Stat.  1608,  1626). 

(2)  Indirect  Assistance  to  Specific  Countries. — Section  523  of  the  FY  1995  Foreign 
Operations  Appropriations  Act  restricts  indirect  foreign  assistance  to  specific  coun- 
tries. (Pub.  L.  No.  103-306,  108  Stat.  1608,  1632). 

(3)  Terrorist  Lists. — The  Secretary  of  State  has  designated  a  list  of  countries  that 
are  supporters  of  terrorism  pursuant  to  Sec.  6(j)  of  the  Export  Administration  Act 
of  1979.  These  countries  are  banned  from  receiving  foreign  aid  under  the  Anti-Ter- 
rorism and  Arms  Export  Amendments  Act  of  1989.  See  also:  Section  620A  of  the 
Foreign  Assistance  Act  of  1961,  as  amended  (22  U.S.C.  2371  and  Pub.  L.  No.  94- 
329,  90  Stat.  753);  and  Sections  529  and  563  of  the  FY  1995  Foreign  Operations 
Appropriations  Act  (Pub.  L.  No.  103-306,  108  Stat.  1608,  1635,  1649). 

(4)  Drug  List. — Section  490  of  the  Foreign  Assistance  Act  of  1961,  as  amended, 
22  U.S.C.  229 lj  restricts  foreign  assistance  to  major  drug-transit  or  major  illicit 
drug  producing  countries.  The  February  28,  1995  Presidential  Determination  No. 
95-15,  determined  that  several  countries  do  not  meet  the  standards  necessary  to  be 
certified  for  U.S.  foreign  assistance. 

(5)  Communist  Countries  List. — Foreign  assistance  is  prohibited  under  Section 
620(f)  of  the  Foreign  Assistance  Act  of  1961,  as  amended,  to  countries  designated 
as  communist. 

(6)  Nuclear  Non- Proliferation. — Foreign  assistance  is  prohibited  under  Sections 
669  and  670  of  the  Foreign  Assistance  Act  of  1961,  as  amended,  22  U.S.C.  2429, 
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2429a,  to  any  country  that  delivers  or  receives  nuclear  enrichment  or  reprocessing 
materials  without  meeting  certain  conditions. 

(7)  Military  Coup. — Section  508  of  the  FY  1995  Foreign  Operations  Appropriations 
Act  restricted  foreign  assistance  to  governments  when  a  duly  elected  Head  of  Gov- 
ernment has  been  deposed  by  a  military  coup  or  decree  (Pub.  L.  No.  103-306,  108 
Stat.  1608,  1626). 

(8)  Human  Rights. — Section  116  of  the  Foreign  Assistance  Act  of  1961  as  amend- 
ed, 22  U.S.C.  2 15  In,  prohibits  development  assistance  to  governments  that  the  De- 
partment of  State  determines  have  engaged  in  a  consistent  pattern  of  gross  viola- 
tions of  internationally  recognized  human  rights. 

II.  Specific.  (A)  FREEDOM  Support  Act. — Foreign  assistance  to  Azerbaijan  is  re- 
stricted (Pub.  L.  No.  102-511,  sec.  907). 

(B)  Dub  Amendment. — Section  620D  of  the  Foreign  Assistance  Act  of  1961,  as 
amended,  prohibits  foreign  assistance  to  Afghanistan  until  the  government  officially 
apologizes  for  the  death  of  Ambassador  Adolph  Dubs  (22  U.S.C.  2374). 

(C)  TDA  China  Aid  Prohibition. — All  funding  for  new  TDA  activities  in  the  Peo- 
ple's Republic  of  China  was  suspended  by  Section  902(a)(2)  of  the  Foreign  Relations 
Authorization  act,  Fiscal  Years  1990  and  1991  (Pub.  L.  No.  101-246,  104  Stat.  15). 

(D)  Cuba  Prohibition. — Section  620(a)  of  the  Foreign  Assistance  Act  of  1961,  as 
amended,  22  U.S.C.  2370,  prohibits  foreign  assistance  to  Cuba. 

(E)  Pakistan  Prohibition  (Presslar  Amendment). — Section  620E(e)  of  the  Foreign 
Assistance  Act  of  1961,  as  amended,  (Pub.  L.  No.  99-83,  99  Stat.  268,  and  Presi- 
dential Determinations)  prohibits  foreign  assistance  to  Pakistan. 

Note:  We  have  not  included  Section  620(q)  of  the  Foreign  Assistance  Act  of  1961, 
as  amended,  or  Section  512  of  the  FY  1995  Foreign  Operations  Appropriations  Act, 
regarding  assistance  to  countries  whose  loans  are  in  default  because  we  are  pres- 
ently reviewing  whether  these  restrictions  are  applicable  to  TDA  activities. 

SPECIFIC  COUNTRY  PROHIBITIONS 

Listed  below  are  the  specific  countries  restricted  in  accordance  with  paragraphs 
1-8  and  A-E  above. 

Latin  America:  Brazil:  6.  Cuba:  1,2,3,5,D. 

Africa:  Gambia:  7.  Libya:  1,2,3.  Mauritania:  8.  Nigeria:  4,7.  Sudan:  1,3.  Togo:  7. 

Middle  East:  Iran:  1,2,3,4.  Iraq:  1,2,3.  Syria:  1,2,3,4. 

Central  and  Southern  Europe:  Former  Republic  of  Yugoslavia:  Serbia  & 
Montenegro:  (Serbia:  1). 

Newly  Independent  States:  Azerbaijan:  A. 

South  Asia  and  Mongolia:  Afghanistan:  4,B.  Pakistan:  E. 

Pacific  and  East  Asia:  China:  2,C.  Laos:  5.  Myanmar  (formerly  Burma):  4.  North 
Korea:  1,2,3,5.  Vietnam:  5. 


Questions  for  the  Record  Submitted  by  Congresswoman 

Pelosi 

SUBMITTED  TO  THE  EXPORT-IMPORT  BANK 

Nuclear-Related  Financing  Guidelines 

Question.  Ex-Im  recently  approved  new  environmental  procedures  that  do  not 
cover  nuclear  projects,  promising  to  develop  separate  guidelines  for  nuclear-related 
financing.  What  is  the  status  of  these  guidelines? 

Answer.  Currently,  we  are  actively  working  on  the  development  of  formal  guide- 
lines that  will  be  applicable  to  all  nuclear  transactions.  We  are  planning  to  have 
these  guidelines  finalized  in  September  1995.  In  the  meantime,  our  "interim"  proce- 
dures for  handling  applications  for  the  financing  of  nuclear-related  projects  will 
track  the  process  and  methodology  that  we  used  in  our  evaluation  of  the  Temelin 
case.  This  process  involves  a  comprehensive  and  in-depth  review  of  the  issues  relat- 
ing to  the  plant's  safety  as  well  as  any  other  environmental  issues  covered  by  our 
existing  Environmental  Procedures  and  Guidelines.  Our  emphasis  in  the  review  of 
nuclear  applications  will  continue  to  be  on  safety. 

Question.  It  is  my  understanding  that  Ex-Im  has  been  approved  to  finance  the  ex- 
port of  nuclear-related  technology  to  China.  What  do  you  intend  to  do?  Would  you 
use  the  nuclear-related  financing  guidelines  for  this  project? 

Answer.  Ex-Im  Bank  has  been  approached  by  two  U.S.  exporters,  each  of  whom 
is  interested  in  pursuing  business  involving  various  scopes  of  supply  for  the  "bal- 
ance of  plant"  or  non-nuclear  portion  of  the  Nuclear  Power  Plant  Projects.  Neither 
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is  currently  bidding  for  the  actual  "Nuclear  Steam  Supply  System"  of  the  respective 
projects. 

Notwithstanding  their  interest  in  only  the  "non-nuclear"  equipment  supply  por- 
tion of  the  projects,  Ex-Im  Bank  has  informed  the  suppliers  that  before  the  Bank 
could  issue  any  commitment  for  financing  support,  a  comprehensive  review  of  all  of 
the  elements  associated  with  the  health  and  safety  features  of  the  respective 
projects  would  have  to  be  undertaken  by  Ex-Im  Bank,  as  well  as  a  review  of  other 
non-nuclear,  environmental  effects  associated  with  the  project.  Specifically,  this  re- 
view would  track  the  methodology  established  by  Ex-Im  Bank  when  it  conducted  the 
detailed  review  of  the  Temelin  case  in  1993-1994,  and  the  review  would  be  consist- 
ent with  the  proposed  "Nuclear  Procedures"  which  we  plan  to  have  finalized  in  Sep- 
tember 1995.  Before  recommending  the  issuance  of  any  commitment  supporting  ex- 
ports for  a  nuclear  power  project  in  China,  Ex-Im  Bank  would  have  to  be  satisfied 
that  the  nuclear  regulatory  structure  in  China  is  competent  and  effective,  and  that 
the  project  would  be  designed  and  operated  in  accordance  with  sound  safety  stand- 
ards, consistent  with  U.S.  and/or  international  standards  on  nuclear  safety. 

Question.  What  is  the  status  of  the  Temelin  loan  guarantees? 

Answer.  The  Board  of  Directors  of  Ex-Im  Bank  gave  final  approval  to  the  Temelin 
loan  guarantee  on  March  10,  1994.  We  are  still  working  on  the  credit  agreement. 

Question.  Ex-Im  has  made  lending  for  environmental  technologies  a  priority.  Has 
this  been  successful? 

Answer.  In  terms  of  lending  support  for  environmental  technologies  exporters,  Ex- 
Im  Bank  is  now  pro-actively  focused  on  environmental  export  business  development. 
Julie  Belaga,  a  member  of  Ex-Im  Bank's  Board  of  Directors  whose  portfolio  of  re- 
sponsibilities includes  environmental  exports  as  a  top  priority,  is  leading  this  strate- 
gic focus.  Ex-Im  Bank  has  also  created  the  staff  position  of  Environmental  Liaison 
Officer,  in  the  Bank's  International  Business  Development  Group,  to  work  closely 
with  U.S.  environmental  exporters,  trade  associations,  and  other  U.S.  Government 
and  state  agencies  involved  in  environmental  exports.  To  guide  this  initiative,  an 
"Environmental  Business  Development  Strategic  Plan"  was  written  in  December 
1995.  Ex-Im  Bank's  mission  and  Plan  objectives  are  as  follows: 

Mission. — The  mission  of  Ex-Im  Bank's  Environmental  Business  Development 
Plan  is  to  pro-actively  increase  Ex-Im  Bank  support  of  environmentally  beneficial 
exports  to  yield  tangible  results  for  U.S.  environmental  exporters  in  target  markets. 

Objectives. — The  mission  will  be  accomplished  by: 

1.  Creating  linkages  with  U.S.  and  state  government  agencies,  multilateral  devel- 
opment banks,  industry  trade  associations,  and  export  ready  firms  to  increase  ex- 
ports to  target  markets. 

2.  Increased  outreach  to  the  environmental  industry  and  to  key  decision  makers 
in  target  markets  to  increase  awareness  of  Ex-Im  Bank  programs. 

Target  markets  are  those  markets  identified  by  the  Environmental  Trade  Work- 
ing Group  of  the  Trade  Promotion  Coordinating  Committee  as  having  the  best  pros- 
pects among  emerging  markets.  In  addition  to  its  pro-active  approach,  Ex-Im  Bank 
has  added  enhancements  to  its  existing  programs  to  include  capitalization  of  inter- 
est during  construction,  supporting  local  costs  up  to  15r£  of  the  U.S.  contract  price, 
and  maximum  allowable  repayment  terms  per  OECD  rules. 

Since  the  inception  of  the  Strategic  Plan  and  its  concomitant  pro-active  approach, 
Ex-Im  Bank  has  witnessed  a  significant  number  of  applications  for  financing  envi- 
ronmental exports. 

To  provide  an  example  of  how  this  pro-active  approach  works,  in  late  1995  Ex- 
Im  Bank's  Environmental  Liaison  Officer  (Officer)  took  the  initiative  to  contact  the 
Export  Council  for  Renewable  Energy  (ECRE).  Through  this  initial  contact,  the  Offi- 
cer then  met  with  representatives  of  the  industry  trade  associations  comprising 
ECRE  such  as  the  American  Wind  Energy  Association  who  in  turn  set  up  subse- 
quent meetings  for  the  Officer  with  several  of  their  members  firms,  Zond  and 
FloWind.  As  a  result  of  these  meetings,  the  Officer  learned  of  export  opportunities 
for  wind  turbines  these  firms  were  pursuing  in  China  and  India.  Through  Ex-Im 
Bank's  linkage  with  the  Department  of  Energy  per  our  Plan's  first  objective,  the  Of- 
ficer was  aware  of  Secretary  O'Leary's  pending  trade  mission  to  China.  The  Officer 
then  strongly  encouraged  these  firms  to  submit  loan  applications  for  Ex-Im  Bank 
support  prior  to  the  Secretary's  mission.  The  Officer's  premise  was  that  offering  the 
possibility  of  financing  at  the  outset  of  a  project  would  put  the  firms  in  a  stronger 
position  at  the  project  negotiating  stage  which,  along  with  the  advocacy  efforts  on 
their  behalf  by  the  Secretary  during  her  mission,  could  move  these  projects  closer 
to  a  decision  by  the  Chinese  government.  This,  in  fact,  happened  as  Zond  submitted 
four  applications  and  FloWind  submitted  one  prior  to  signing  on  as  delegates  for  the 
Secretary's  mission.  During  the  mission,  Zond  signed  Letters  of  Intent  with  their 
Chinese  partners  for  three  of  the  four  projects  for  which  applications  were  submit- 
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ted  to  Ex-Im  Bank,  totalling  $182  million  in  U.S.  exports,  while  FloWind  signed  a 
Letter  of  Intent  representing  $85  million  in  U.S.  exports.  Neither  Zond  nor  FloWind 
knew  to  apply  for  Ex-Im  Bank  support  in  the  past.  All  of  these  projects  have  very 
heavy  competition  from  European  companies  with  explicit  support  from  their  export 
credit  agencies. 

This  is  just  one  example  of  the  results  that  have  been  achieved  through  the  imple- 
mentation of  the  Environmental  Business  Development  Strategic  Plan.  Ex-Im  Bank 
anticipates  ever  increasing  consumption  resulting  from  its  initiative  to  increase  sup- 
port for  environmental  exports. 

Over  the  past  two  fiscal  years,  Ex-Im  Bank  has  been  extremely  successful  in  its 
efforts  to  increase  lending  for  environmental  technologies.  Prior  to  its  pro-active 
focus  in  FY  '93,  Ex-Im  Bank  supported  $464  million.  In  FY  '94,  Ex-Im  Bank's  sup- 
ported $1  billion  in  U.S.  exports,  which  was  more  than  double  the  amount  we  sup- 
ported in  FY  '93. 

Question:  What  is  being  done  to  reduce  or  change  consumption? 

Answer:  Ex-Im  Bank's  Environmental  Exports  Program  is  intended  not  only  to 
provide  special  support  for  exporters  of  environmental  technology  and  products, 
such  as  water  treatment  plants,  pollution  cleanup  equipment,  etc.,  but  also  for  ex- 
porters of  certain  renewable  or  alternative  energy  technology.  Some  of  these  exports 
include  goods  and  services  for  wind  and  photovoltaic  energy  conversion  and  hybrid 
power  projects.  By  providing  special  incentives  to  exporters  of  renewable  energy 
technology,  products  and  services,  Ex-Im  Bank  is  clearly  encouraging  the  conserva- 
tion of  the  earth's  limited  energy  resources. 

SUBMITTED  TO  THE  OVERSEAS  PRIVATE  INVESTMENT  CORPORATION 

China 

Question:  Under  what  conditions  would  OPIC  consider  resuming  the  program  in 
China? 

Answer:  The  resumption  of  OPIC  programs  in  China  is  subject  to  restrictions  en- 
acted as  part  of  the  "Tiananmen  Square  sanctions"  contained  in  Public  Law  101- 
246,  the  FY  1990- 1991  Foreign  Relations  Authorization  Act  enacted  February  16, 
1990.  Under  this  legislation,  OPIC  programs  remain  suspended  in  China  until  the 
President  reports  to  Congress  that  "China  has  made  progress  on  a  program  of  politi- 
cal reforms,  throughout  the  country,  including  Tibet,"  or  that  it  is  "in  the  national 
interest  of  the  United  States"  to  resume  OPIC  programs. 

In  addition,  OPIC  programs  in  China  are  subject  to  the  general  restrictions  con- 
tained in  OPIC's  statute  authorizing  OPIC  to  operate  its  programs  only  in  those 
countries  that  are  "taking  steps  to  adopt  and  implement  internationally  recognized 
worker  rights."  This  restriction  can  also  be  waived  by  the  President  on  grounds  of 
"U.S.  national  economic  interest."  Since  suspending  its  programs  in  China  in  1989, 
OPIC  has  not  made  a  determination  regarding  China's  eligibility  for  OPIC  programs 
on  worker  rights  grounds. 

Were  OPIC  programs  to  be  resumed  in  China,  OPIC's  support  of  individual 
projects  would  be  subject  to  State  Department  review  and  Clearance  of  such  support 
on  human  rights  grounds,  pursuant  to  section  239(i)  of  the  Foreign  Assistance  Act. 
In  addition,  OPIC-assisted  investors  would  also  be  subject  to  OPIC's  statutory  work- 
er rights  contract  language. 

Workers'  Rights 

Question:  OPIC  requires  U.S.  companies  receiving  OPIC  assistance  to  agree  to  re- 
spect workers'  rights  and  other  provisions.  Can  you  provide  a  list  to  the  Committee 
of  the  companies  that  have  agreed  to  this,  and  for  which  countries,  as  well  as  the 
specific  language  they  are  required  to  endorse? 

Answer:  OPIC's  worker  rights  contract  language  was  made  a  statutory  require- 
ment as  part  of  the  Jobs  Through  Exports  Act  of  1992.  Since  FY  1993  every  insur- 
ance or  finance  contract  issued  by  OPIC  has  contained  the  statutory  language.  A 
list  of  all  of  these  projects  and  the  countries  involved  is  included  in  OPIC's  Annual 
Report. 

The  specific  language  the  companies  are  required  to  endorse  is  stipulated  in  Sec- 
tion 23 1A  (a)  of  the  Foreign  Assistance  Act  ("FAA"),  and  reads  as  follows: 

"The  investor  agrees  not  to  take  actions  to  prevent  employees  of  the  foreign  enter- 
prise from  lawfully  exercising  their  right  of  association  and  their  right  to  organize 
and  bargain  collectively.  The  investor  further  agrees  to  observe  applicable  laws  re- 
lating to  a  minimum  age  for  employment  of  children,  acceptable  conditions  of  work 
with  respect  to  minimum  wastes,  hours  of  work  and  occupational  health  and  safety, 
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and  not  to  use  forced  labor.  The  investor  is  not  responsible  under  this  paragraph 
for  the  actions  of  a  foreign  government."' 

Consistent  with  other  provisions  of  the  FAA  that  prohibit  OPIC  from  assisting 
any  project  that  "contributes  to  a  violation  of  internationally  recognized  worker 
rights,"  OPIC  occasionally  supplements  the  above  language  with  specific  undertak- 
ings designed  to  ensure  that  project  sponsors  adhere  to  acceptable  standards  in  in- 
stances where  applicable  laws  do  not  provide  adequate  protection.  Typical  examples 
involve  the  minimum  age  for  employment,  maximum  hours  of  work  and  occupa- 
tional health  and  safety. 

SUBMITTED  TO  THE  U.S.  TRADE  AND  DEVELOPMENT  AGENCY 

Question:  Request  for  information  regarding  the  trade  promotion  activities  budg- 
ets of  our  foreign  competitors. 

Answer:  The  U.S.  Government  does  not  have  comprehensive  data  on  what  other 
foreign  governments  are  spending  on  capital  projects  and  trade  promotion  activities. 
The  large  variation  in  the  approaches  of  these  government  programs,  and  the  inte- 
gration of  commercial  elements  into  their  foreign  assistance  program  as  a  whole 
make  it  very  difficult  to  measure.  However,  to  the  extent  that  discrete  budgets  can 
be  measured,  the  foreign  assistance  budgets  devoted  to  capital  projects  development 
are  significantly  larger  than  what  the  U.S.  spends. 

According  to  a  recent  GAO  report  (GAO/GGD-94-9),  Japan's  budget  for  develop- 
ing capital  projects  in  these  markets  is  $5.7  billion  and  Germany's  is  $1.4  billion; 
whereas  the  U.S.  directs  only  $658  million  to  major  development  projects.  Even  the 
U.K.,  with  a  smaller  foreign  assistance  budget  than  the  U.S.,  outspent  us  in  devel- 
opment project  assistance  ($842  million). These  figures  represent  a  philosophical  dif- 
ference in  the  U.S.  approach  to  bilateral  assistance  compared  to  that  of  other  indus- 
trialized states. 

In  addition  to  allocating  more  foreign  assistance  resources  for  capital  projects, 
other  countries  allocate  far  more  resources  to  feasibility  studies  that  are  designed 
in  part  to  position  their  companies  for  follow  on  commercial  contracts.  For  every  one 
thousand  dollars  of  U.S.  GDP,  TDA  spends  7/io  of  one  cent  on  feasibility  studies. 
TDA's  Japanese  counterpart,  the  Japan  International  Co-operation  Agency  spends 
9  cents  for  every  thousand  dollars  of  Japan's  GDP.  Canada  and  France  spend  4  and 
3  cents  respectively  of  every  thousand  dollars  of  their  GDP.  See  the  attached  chart 
and  table  for  more  details. 


Tuesday,  April  4,  1995. 
DEFENSE  SECURITY  ASSISTANCE 

witnesses 

walt  slocombe,  under  secretary  of  defense  for  policy 
lynn  davis,  under  secretary  of  state  for  arms  control  and 
international  security  affairs 

Chairman's  Opening  Statement 

Mr.  Callahan.  We  are  going  to  go  ahead  and  get  started.  We  are 
trying  to  start  on  time  and  trying  to  finish  on  time. 

We  want  to  welcome  you  both  this  morning  and  thank  you  for 
agreeing  to  appear  before  us  at  this  time. 

Both  Mr.  Slocombe  and  Ms.  Davis  are  seasoned  foreign  policy 
veterans.  Today's  hearing  should  provide  useful  information  to  the 
subcommittee  as  we  continue  our  review  of  the  President's  fiscal 
year  1996  budget. 

Both  Democrats  and  Republicans  are  struggling  to  define  a  post- 
Cold  War  security  assistance  program  that  will  meet  the  national 
security  goals  of  the  next  century.  On  the  one  hand,  many  experts 
have  questioned  whether  or  not  a  strong  U.S.  security  assistance 
program  is  still  required  now  that  the  Soviet  Union  has  collapsed. 
At  the  same  time,  there  is  a  growing  belief  that  the  21st  Century 
could  be  even  more  dangerous,  unpredictable  and  challenging  than 
was  the  20th  Century. 

Robert  Kaplan's  article  last  year  entitled  "The  Coming  Anarchy" 
describes  a  grim  and  dangerous  future  in  many  parts  of  this  world. 
Without  question,  the  challenges  for  America  in  the  next  century 
will  be  complex  and  unpredictable.  Regional  conflicts  may  escalate 
and  proliferation  of  weapons  of  mass  destruction  is  likely  to  grow. 

Terrorism  may  emerge  in  still  more  dangerous  forms  such  as  the 
use  of  chemical  weapons  in  the  Tokyo  subways.  As  a  result,  I  am 
convinced  that  security  assistance  will  be  vital  or  necessary  to  any 
President  forced  to  respond  to  these  new  threats. 

I  should  point  out,  however,  I  am  not  convinced  that  current  U.S. 
security  assistance  policy  is  up  to  meeting  these  challenges. 

The  current  program  appears  unbalanced.  It  is  largely  ad  hoc  in 
nature.  All  too  often  rhetoric  appears  to  dominate  over  substance. 
Therefore,  the  challenge  for  both  of  you  this  morning  is  to  convince 
the  subcommittee  that  you  do  have  a  vision  of  what  the  future 
holds  for  us  and  that  the  U.S.  security  assistance  program  is 
geared  to  meet  this  future. 

Just  so  you  don't  think  I  am  leaving  all  the  hard  work  to  you, 
I  would  like  to  offer  you  the  following  guideposts  for  developing 
such  a  policy.  One,  the  administration  needs  to  develop  clear  cri- 
teria for  providing  security  assistance  to  friendly  countries  with  le- 
gitimate and  identifiable  defense  needs. 
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Two,  in  doing  so,  we  must  remember  that  emerging  democracies 
need  capable  armed  forces  just  like  we  do.  Moral  support  is  not 
enough. 

Three,  the  emerging  democracies  of  Central  Europe  deserve  spe- 
cial attention  as  they  evolve  towards  a  possible  NATO  membership. 

Four,  nonproliferation  activities  must  become  a  new  element  of 
the  American  security  assistance  equation. 

Obviously  these  are  my  personal  thoughts,  but  I  hope  they  will 
be  helpful  to  you  as  you  grapple  with  the  difficult  problems  ahead 
of  us.  Mr.  Wilson  is  not  here  yet,  but  we  will  permit  Mr.  Torres, 
if  he  wants,  to  have  an  opening  statement,  and  we  will  also  permit 
Mr.  Wilson  to  make  his  opening  statement  when  he  does  get  here. 

Mr.  Torres.  Mr.  Chairman,  I  thank  you.  At  this  time  I  have  no 
opening  statement.  I  yield  back  my  time. 

Mr.  Callahan.  Thank  you. 

Then  we  will  start  with  Mr.  Slocombe. 

Mr.  Slocombe.  You  want  me  to  start? 

Mr.  Callahan.  Either  one.  Ms.  Davis,  that  is  fine. 

Ms.  Davis.  Thank  you,  Mr.  Chairman. 

Ms.  Davis'  Opening  Statement 

We  are  both  pleased  to  be  here  to  testify  in  support  of  the  admin- 
istration's fiscal  year  1996  security  assistance  budget.  We  take 
your  challenge  to  provide  a  vision  as  to  how  this  security  assistance 
request  meets  the  new  challenges  and  new  requirements  of  the 
post-Cold  War  world.  And  I  will  just  briefly  describe  these  propos- 
als and  ask  that  my  full  statement  be  placed  into  the  record. 

Mr.  Callahan.  It  sure  will. 

Ms.  Davis.  One  of  the  highest  priorities  of  this  administration  in 
presenting  our  international  affairs  budgets  to  the  Congress  over 
the  past  two  years  has  been  to  demonstrate  how  these  funds  serve 
the  interests  of  the  American  people.  These  are  not  funds  that 
serve  others,  but  rather  directly  serve  the  interests  of  the  American 
people. 

It  is  for  this  reason  we  have  organized  our  funding  request  ac- 
cording to  critical  foreign  policy  objectives  so  that  the  benefits  to 
Americans  from  these  programs  can  be  clearly  understood,  and  in 
this  way  we — and  you  in  Congress — can  then  evaluate  the  progress 
that  we  are  making  towards  these  objectives. 

So  when  we  present  this  budget  to  you,  we  are  going  to  describe 
how  the  various  funding  proposals  serve  these  specific  objectives 
and  then  discuss  with  you  whether  you  would  agree  these  ought  to 
be  the  objectives  and  then  the  funds  that  follow  from  those  objec- 
tives. 

The  overall  international  affairs  budget  request  is  arranged  by 
foreign  policy  objective.  It  is  the  chart  to  your  left,  which  is  also 
attached  to  my  statement.  And  you  will  see  that  there  are  six  over- 
all objectives  that  would  guide  the  international  affairs  budget,  and 
two  of  these  objectives  are  those  that  I  will  be  discussing  with  you 
this  morning,  the  first  having  to  do  with  promoting  peace,  and  the 
second  having  to  do  with  building  democracy. 

But  because  you  are  appropriators  and  you  have  to  put  budgets 
to  accounts,  the  chart  on  the  right  describes  the  international  af- 
fairs' budget  by  budget  account  and  the  Appropriations  Committee. 


409 

And  so  I  would  like  to  keep  your  attention,  Mr.  Chairman,  to  the 
objectives,  but  I  know  in  the  end  that  you  will  be  having  to  make 
allocations  according  to  those  accounts. 

Let  me  begin  by  introducing  our  $6.6  billion  budget  request  de- 
voted to  promoting  peace.  This  major  goal  is  to  prevent  conflicts 
and  then  to  contain  these  conflicts.  And  we  do  this  by  strengthen- 
ing our  allies  and  partners  as  well  as  through  peacekeeping  oper- 
ations. 

Secretary  Christopher  has  set  forth  key  areas  that  offer  particu- 
larly significant  opportunities  for  U.S.  foreign  policy  in  the  coming 
year.  Helping  achieve  a  comprehensive  and  lasting  peace  in  the 
Middle  East  is  one  of  the  most  important. 

Peace  will  be  impossible  without  U.S.  leadership,  and  this  ad- 
ministration is  determined  to  do  everything  it  can  to  support  those 
who  are  willing  to  take  the  risks  for  peace. 

A  very  urgent  priority,  Mr.  Chairman,  in  our  efforts  to  build 
peace  in  the  Middle  East  is  in  the  fiscal  year  1995  supplemental 
funding  for  $275  million  to  forgive  fully  Jordan's  official  debt  to  the 
United  States.  And  then  our  budget  request  in  fiscal  year  1996  in- 
cludes $5.24  billion  to  support  our  efforts  at  this  decisive  moment 
to  bring  peace  to  the  Middle  East. 

We  propose  to  maintain  aid  to  Israel  and  Egypt  at  current  levels, 
some  $5  billion  in  economic  and  military  assistance;  provide  $7.2 
million  in  economic  assistance  and  $30  million  in  military  assist- 
ance to  Jordan;  and  address  the  urgent  economic  needs  in  the  West 
Bank  and  Gaza  for  $75  million  in  economic  assistance.  So  the  Mid- 
dle East  stands  as  a  very  high  priority. 

Secretary  Christopher  has  gone  on  to  identify  promoting  Euro- 
pean security  as  another  area  of  opportunity  for  U.S.  foreign  policy. 
We  are  requesting  our  total  of  $286  million  in  military  and  eco- 
nomic assistance  to  support  our  security  objectives  in  Europe. 

Ninety-six  million  dollars  of  this  total  represents  programs  of 
military  cooperation  designed  specifically  to  help  build  a  new  Euro- 
pean security  architecture  through  programs  of  security  coopera- 
tion with  the  new  democracies  of  Central  Europe,  a  priority  you 
laid  out  in  your  presentation,  Mr.  Chairman,  as  well  as  the  coun- 
tries of  the  former  Soviet  Union. 

NATO's  Partnership  for  Peace  has  our  highest  priority,  where  it 
will  provide  the  framework  both  for  NATO's  evolution  and  its  even- 
tual expansion.  Barely  one  year  old,  the  Partnership  for  Peace  has 
undertaken  a  remarkably  varied  and  comprehensive  set  of  activi- 
ties, including  joint  defense  planning,  training  and  military  exer- 
cises with  U.S.  and  NATO  military  forces,  and  steps  to  improve 
interoperability  of  military  forces  and  procedures.  An  especially  im- 
portant goal  for  the  Partnership  for  Peace  is  to  help  the  partners 
establish  civilian  control  of  their  military  forces. 

President  Clinton  pledged  in  Warsaw  last  summer  $100  million 
in  fiscal  year  1996  budget  funding  to  support  these  many  activities. 
The  Warsaw  initiative  is  designed  to  help  the  partners  get  started 
in  the  partnership  while  they  are  making  the  necessary  budgetary 
and  other  adjustments  to  provide  for  their  own  participation. 

We  are  seeking  $60  million  of  that  total  in  our  foreign  military 
financing  request  in  the  State  Department  budget  while  the  De- 
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partment  of  Defense  is  requesting  the  remaining  $40  million  in 
their  budget. 

In  keeping  with  the  spirit  of  bringing  as  many  partners  as  pos- 
sible into  these  activities,  these  funds  will  be  available  to  all  demo- 
cratic countries  in  the  newly  independent  states  of  the  former  So- 
viet Union  as  well  as  in  Central  Europe. 

We  have  an  especially  strong  interest  in  anchoring  countries  like 
Ukraine  and  Belarus  in  a  security  partnership  with  NATO,  and  we 
also  support  Russia's  active  participation  in  the  Partnership  for 
Peace  and  see  this  as  impacting  Russia,  bringing  it  closer  to  West- 
ern institutions  and  valuation. 

The  amounts  we  propose  for  individual  countries  in  this  Warsaw 
initiative  are  roughly  proportional  to  their  demonstrated  commit- 
ment to  the  Partnership  for  Peace,  so  that  the  Central  European 
states  will  be  receiving  the  lion's  share  of  our  proposal  for  the  War- 
saw initiative. 

We  are  requesting  $20  million  for  bilateral  assistance  for  Central 
European  countries,  one  of  the  priorities  you  defined  in  your  open- 
ing remarks,  Mr.  Chairman.  These  funds  will  improve  the  compat- 
ibility of  Central  European  military  forces  with  those  of  the  United 
States  and  NATO  by  supplying,  for  example,  radars,  defensive 
weaponry,  and  systems  to  identify  friends  and  foes. 

So,  Mr.  Chairman,  we  agree  with  your  priority  that  Central  Eu- 
rope needs  our  attention. 

Let  me  now  turn  to  the  Baltic  countries,  who  are  creating  their 
own  military  forces  after  the  Soviet  era,  and  have  chosen  to  build 
a  first-class  peacekeeping  force.  But  the  needs  of  this  peacekeeping 
unit  far  exceed  the  financial  capacities  of  these  three  countries. 

President  Clinton  pledged  last  summer  $10  million  to  support 
the  establishment  of  the  Baltic  battalion  in  1995,  and  as  a  result 
the  Baltic  countries  have  established  a  training  center  in  Latvia 
and  have  begun  training  with  a  view  to  becoming  fully  operational 
later  this  year. 

We  are  requesting  an  additional  $5  million  in  fiscal  year  1996  to 
continue  this  highly  successful  multilateral  effort.  We  are  also 
planning  to  continue  our  support  for  Turkey  and  Greece,  two  key 
NATO  allies,  in  recognition  of  their  importance  to  maintaining  sta- 
bility in  the  region  and  critical  U.S.  interests. 

Our  fiscal  year  1996  request  of  $90  million  for  the  subsidy  cost 
of  a  total  of  $765  million  in  FMF  loans  for  Greece  and  Turkey  will 
complete  multi-year  military  modernization  programs  in  both  coun- 
tries. 

Let  me  now  turn,  Mr.  Chairman,  to  the  part  of  our  promoting 
peace  budget  that  seeks  funding  in  support  of  voluntary  peacekeep- 
ing operations.  This  PKO  account  supports  a  broad  range  of  multi- 
lateral peace  operations,  including  sanctions  enforcement.  This  ac- 
count has  proven  to  be  of  great  value  in  enabling  us  to  meet  U.S. 
strategic  interests  around  the  world  and  respond  flexibly  to  a  world 
that  is  no  longer  predictable  and  where  conflicts  seem  to  be  contin- 
ually erupting. 

Through  the  use  of  the  voluntary  peacekeeping  account,  we  are 
also  able  to  promote  the  increased  involvement  of  regional  organi- 
zations in  preventing  conflict.  And  the  cost  to  the  United  States  in 
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such  voluntary  peacekeeping  operations  are  often  lower  than  in 
U.N.  assessed  peacekeeping  operations. 

So  we  are  requesting  in  fiscal  year  1996  $100  million  so  as  to 
support  the  successful  Multinational  Force  and  Observers  peace- 
keeping operation  in  the  Sinai,  and  enforcement  of  U.N.  sanctions 
against  Serbia  as  well  as  prospective  peacekeeping  activities  under 
the  auspices  of  the  OSCE,  in  Nagorno-Karabakh  or  elsewhere  in 
Europe,  and  also  regional  peacekeeping  in  Africa. 

Mr.  Chairman,  we  have  a  very  wide-ranging  set  of  activities  in 
the  promoting  peace  budget,  but  one  that  I  would  like  to  bring  par- 
ticularly to  your  attention  is  the  initiative  that  the  Clinton  admin- 
istration has  undertaken  aimed  at  preventing  the  spread  of  anti- 
personnel land  mines,  and  in  particular  helping  countries  to  re- 
move these  land  mines  from  their  lands. 

Our  FMF  request  of  $10  million  will  support  de-mining  programs 
around  the  world,  building  upon  programs  already  underway  in 
Cambodia,  Eritrea,  Namibia  and  Rwanda,  and  beginning  a  pro- 
gram in  1996  in  Angola. 

Let  me  now  turn  briefly  to  our  IMET  program,  our  International 
Military,  Education  and  Training  Program,  which  in  our  view  is 
one  of  our  most  effective  foreign  policy  tools.  In  fiscal  year  1994, 
the  IMET  program  was  cut  nearly  in  half,  from  $42.5  million  to 
$21  million.  This  reduction  reflected  the  belief  on  the  part  of  the 
Congress  that  the  Department  of  Defense's  military-to-military  pro- 
grams duplicated  the  IMET  program. 

This  in  our  view  is  an  unfortunate  misperception.  The  regional 
CINCS  programs  of  military-to-military  contacts  and  the  IMET 
program  are  closely  related,  but  separate  and  distinct.  And  we 
found  the  cut  in  IMET  especially  difficult  as  it  occurred  at  a  time 
when  we  were  seeking  to  train  a  growing  number  of  students  from 
Central  Europe  and  the  States  of  the  former  Soviet  Union  to  assist 
in  their  democratic  transitions. 

For  1996  we  are  requesting  nearly  $40  million  for  military  train- 
ing under  the  IMET  program,  which  will  send  more  than  3,000 
IMET  trainees  to  the  United  States  from  more  than  100  countries. 

Indeed,  what  we  are  requesting  is  back  up  to  the  previous  levels 
that  had  been  funding  the  IMET  programs. 

Mr.  Chairman,  you  raised  the  issue  of  nonproliferation,  and  we 
very  much  agree  that  this  needs  to  become  an  important  new  ele- 
ment in  our  overall  security  assistance  programs.  With  the  dissolu- 
tion of  the  Soviet  Union,  the  proliferation  of  weapons  of  mass  de- 
struction now  poses  perhaps  the  greatest  threat  to  the  security  of 
the  United  States  and  to  our  allies. 

Preventing  the  spread  of  these  and  other  dangerous  weapons  is 
a  Clinton  administration  priority,  and  Secretary  Christopher  has 
identified  nonproliferation  as  one  of  his  foreign  policy  opportuni- 
ties. 

To  achieve  our  overall  nonproliferation  objectives,  we  are  re- 
questing $108  million  in  fiscal  year  1996.  Under  the  nonprolifera- 
tion and  disarmament  fund,  we  will  continue  bilateral  assistance 
programs  such  as  the  program  involved  in  removing  a  substantial 
quantity  of  highly  enriched  uranium  from  Kazakhstan,  and  fund 
export  control  programs  in  the  nuclear  successor  states  of  the 
former  Soviet  Union  as  well  as  in  Central  Europe. 


412 

Under  the  International  Organizations  and  Programs  account, 
we  seek  funds  for  a  voluntary  contribution  to  the  IAEA,  a  critical 
agency  to  our  continuing  support  of  the  nonproliferation  treaty,  and 
for  support  of  the  Korean  Energy  Development  Organization, 
KEDO.  And  then  under  the  Freedom  Support  Act,  we  wish  to  fund 
the  International  Science  and  Technology  Center  in  Moscow  and 
the  Science  and  Technology  Center  in  Ukraine. 

These  nonproliferation  programs  will  be  closely  integrated  with 
the  Defense  Department  programs  in  the  newly  independent  states 
for  the  dismantlement  of  nuclear  weapons  and  the  enhancement  of 
security  and  nuclear  facilities. 

Mr.  Chairman,  preventing  proliferation  of  dangerous  weapons  is 
critical  to  the  security  of  Americans.  These  programs  are  also  ex- 
tremely cost  effective,  for  very  small  amounts  of  monies  and  invest- 
ments now  in  helping  other  countries  to  prevent  diversions  of  sen- 
sitive materials  and  technologies  will  help  avoid  much  larger  costs 
in  the  future  if  dangerous  weapons  proliferate  around  the  world. 

So  that,  Mr.  Chairman,  is  my  presentation  for  the  objective  of 
promoting  peace.  Let  me  spend  just  a  few  moments  on  a  second  ob- 
jective, and  that  is  building  democracy. 

In  our  overall  budget  we  are  requesting  a  little  over  $1.5  billion, 
most  of  which  is  designed  to  promote  economic  and  political  reform 
in  Central  Europe  and  the  newly  independent  states.  But  we  are 
also  requesting  $210  million  in  economic  assistance  to  help  a  small 
number  of  other  countries  to  make  the  difficult  transition  to  democ- 
racy. 

In  this  Countries  in  Transition  program  we  seek  to  strengthen 
and  consolidate  democratic  processes  and  institutions  in  countries 
that  have  recently  embarked  on  a  democratic  course  or  where  de- 
mocracy is  critically  threatened.  Assistance  may  take  the  form  of 
direct  support  for  democratic  processes,  institution  building,  elec- 
toral support,  or  promoting  privatization  and  economic  growth  nec- 
essary to  sustain  democratic  gains.  And  we  can  go  into  more  details 
on  these  various  programs,  Mr.  Chairman. 

But  now  let  me  conclude  by  returning  to  the  central  point  of  my 
presentation,  and  that  is  the  funding  we  are  requesting  in  our 
overall  security  assistance  budget  directly  increases  the  security  of 
Americans.  It  is  more  than  you  would  suggest  as  sort  of  an  ad  hoc 
set  of  programs,  but  rather  crafted  to  meet  the  objectives  that  I 
have  laid  before  you. 

We  undertake  these  programs  in  ways  that  can  be  measured  in 
terms  of  their  success,  and  each  of  which  makes  the  world  and 
Americans  safer.  U.S.  security  depends  on  promoting  peace  in  the 
Middle  East.  U.S.  security  depends  on  building  a  new  security 
order  in  Europe.  U.S.  security  depends  on  preventing  the  spreads 
of  nuclear  weapons  and  helping  countries  who  are  emerging  from 
dictatorship  or  misrule  transition  to  democracy. 

Foreign  assistance  programs,  Mr.  Chairman,  are  not  popular,  but 
that  reflects  in  part,  I  believe,  on  our  failure  to  explain  how  these 
programs  serve  these  very  important  goals,  and  that  is  why  my 
challenge  back  to  you  is  to  look  at  these  programs  in  terms  of  these 
goals  and  help  us  find  ways  to  demonstrate  that  these  goals  are  di- 
rectly related  back  to  American  security. 
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But  popular  or  unpopular,  foreign  assistance  is  an  essential  tool 
to  pursue  American  interests  abroad.  And  without  adequate  fund- 
ing, American  leadership  in  the  world  and  our  vital  interests  would 
be  imperiled. 

So  the  support  of  this  committee,  Mr.  Chairman,  is  essential  to 
achieving  our  goals,  and  we  are  very  much  committed  to  work 
closely  with  the  committee  and  your  staff  to  address  concerns  and 
questions  you  might  have. 

I  wish  to  thank  you  all  for  putting  up  with  what  was  a  fairly  long 
presentation  but  an  opportunity  I  didn't  want  to  miss.  Thank  you 
very  much. 

[The  information  follows:] 
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Introduction 

Thank  you,  Mr.  Chairman.   I  am  pleased  to  testify  in 
support  of  the  Administration's  FY  1996  security  assistance 
budget . 

Mr.  Chairman,  one  of  the  highest  priorities  of  this 
Administration  in  presenting  our  international  affairs 
budgets  to  the  Congress  over  the  past  two  years  has  been  to 
demonstrate  clearly  how  these  funds  serve  the  interests  of 
the  American  people.   It  is  for  this  reason  that  we  have 
organized  our  funding  request  around  critical  foreign  policy 
objectives  so  that  the  benefits  to  Americans  from  these 
programs  can  be  clearly  understood.   Our  approach, 
therefore,  has  been  to  focus  on  what  we  are  trying  to 
accomplish  rather  than  on  what  activities  we  wish  to  fund. 
Linking  funds  to  specific  objectives  also  allows  us  --  and 
you  in  Congress  --to  evaluate  progress  in  achieving  these 
objectives . 

These  are  times  that  demand  that  federal  spending  be 
carefully  scrutinized.   President  Clinton  set  tough 
standards  in  deciding  on  the  proposals  which  are  included  in 
this  budget.   The  result,  as  the  Secretary  said  one  month 
ago,  is  that  the  resources  we  are  requesting  are  the  rock 
bottom  that  we  need  to  advance  our  nation's  vital  interests. 

In  1985,  foreign  assistance  totaled  $18.5  billion. 
Last  year,  Congress  appropriated  $14.5  billion.   In  real 
terms,  that  represents  a  45%  reduction  over  10  years.   Chart 
1  illustrates  this  trend.   In  fact,  given  the  need  to 
maintain  funding  for  the  Middle  East  at  current  levels,  the 
reduction  in  funding  for  other  high  priorities  has  been  much 
greater,  in  some  cases  90%.   At  1%  of  the  federal  budget, 
the  total  foreign  aid  program  has  declined  so  much  that 
America's  ability  to  advance  this  Nation's  interests  abroad 
is  being  undermined.   I  know  there  are  those  who  would  have 
the  United  States  retreat  from  its  involvement  abroad.   But 
if  you  accept  the  principle  that  American  leadership  is 
vital  to  global  peace,  stability  and  economic  advancement, 
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then  you  surely  agree  that  we  must  have  the  necessary 
resources  to  exercise  that  leadership. 

Secretary  Christopher  appeared  before  this  committee  to 
discuss  all  of  the  State  Department  programs  under  the 
jurisdiction  of  this  committee.   Chart  2  shows  the  entire 
International  Affairs  budget  request  arrayed  by  foreign 
policy  objective.   These  objectives,  which  are  mutually 
reinforcing,  form  the  basic  structure  of  our  budget  request. 

o  Promoting  US  Prosperity  through  Trade,  Investment  and 
Employment ; 

•  Building  Democracy; 

•  Promoting  Sustainable  Development; 

•  Promoting  Peace; 

•  Providing  Humanitarian  Assistance;  and, 

•  Advancing  Diplomacy. 

Today,  I  will  address  programs  which  serve  two  of  these 
objectives:  Promoting  Peace  and  Building  Democracy.   These 
programs  all  increase  the  security  of  the  American  people. 
Chart  3  shows  the  International  Affairs  Budget  by  budget 
account  and  appropriations  subcommittee. 


Promoting  Peace 

Let  me  turn  first  to  our  $6.6  billion  budget  request 
devoted  to  Promoting  Peace  (Chart  4).   Ensuring  the  security 
of  our  nation  remains  our  principal  obligation.   Although 
the  Cold  War  is  over,  there  are  still  dangers  in  today's 
uncertain  world  which  present  serious  threats  to  our 
security.   American  military  power  serves  as  the  principal 
means  by  which  we  protect  our  interests  against  these 
threats.   At  the  same  time  we  seek  to  prevent  conflicts  and 
then  contain  these  conflicts  through  peacekeeping  and 
strengthening  of  our  allies  and  partners. 

MIDDLE  EAST  PEACE 

Secretary  Christopher  has  set  forth  the  key  areas  that 
offer  particularly  significant  opportunities  for  U.S. 
foreign  policy  in  the  coming  year.   Helping  achieve  a 
comprehensive  and  lasting  peace  in  the  Middle  East  is  one  of 
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the  most  important.   Peace  will  be  impossible  without  U.S. 
leadership,  and  this  Administration  is  determined  to  do 
everything  it  can  to  support  those  who  are  willing  to  take 
risks  for  peace.   Our  budget  request  includes  $5.24  billion 
to  support  our  efforts  at  this  decisive  moment  to  bring 
peace  to  the  Middle  East . 

As  it  has  been  over  the  course  of  four  Administrations, 
our  request  in  support  of  Middle  East  peace  is  by  far  the 
largest  element  of  our  budget  for  promoting  peace.   This  is 
an  investment  in  protecting  America's  strategic  interests  in 
the  Middle  East,  including  the  security  of  Israel,  and  it  is 
money  well  spent. 

Mr.  Chairman,  the  Middle  East  peace  process  is  at  a 
crucial  point.   Through  our  diplomatic  and  financial 
engagement,  we  must  maintain  the  conditions  necessary  for 
peace  by  giving  Israel  and  others  the  confidence  to  take 
further  difficult  steps.   Through  this  preventive  diplomacy, 
we  seek  to  avoid  the  costs  of  another  Middle  East  war,  and 
ensure  that  our  vital  oil  supplies  are  protected.   $5 
billion  is  a  significant  amount  of  money.   But  I  believe, 
Mr.  Chairman,  that  it  is  money  well  spent  to  advance  vital 
U.S.  interests  in  a  stable  Middle  East  in  which  Israel  is 
secure  and  at  peace  with  its  Arab  neighbors. 


ISRAEL  AND  EGYPT 

We  propose  in  FY  1996  to  maintain  aid  to  Israel  and 
Egypt  at  current  levels.   This  Administration 
commitment  to  Israel's  security  is  well-known  and 
unshakable,  and  our  assistance  programs  have  helped  Israel 
to  flourish  while  maintaining  the  qualitative  edge  necessary 
to  defend  itself  against  any  likely  combination  of 
aggressors. 

The  immediate  threat  to  Israel  has  lessened  with  the 
defeat  of  Iraq  and  the  breakthrough  in  Israeli  relations 
with  the  Palestinians  and  Jordan.   But  Israel  faces  a 
longer-term  threat  from  countries  such  as  Iran,  which  offers 
political  and  financial  support  for  terrorist  groups  seeking 
to  undermine  the  peace  process  and  is  undertaking  a  crash 
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program  to  develop  weapons  of  mass  destruction  and  their 
delivery  systems. 

FY  1996  Assistance  for  Israel  and  Egypt 

(dollars   in  millions) 


Israel 

1,800 

000 

1,200 

000 

3,000.000 

Egypt 

1,300 

000 

815 

000 

2,115.000 

Total 

3,100 

000 

2,015 

000 

5,115.000 

Our  FY  96  military  assistance  program  (FMF)  for  Israel 
will  fund  major  multi-year  procurement  programs,  such  as  new 
F-15I  fighter  aircraft,  navy  corvettes,  and  upgrades  of 
Apache  and  Blackhawk  helicopters.   Our  proposed  economic 
assistance  program  (ESF)  is  a  cash  transfer  to  promote 
financial  stability  and  structural  adjustments  needed  for 
rapid  and  sustainable  growth. 

Our  assistance  to  Egypt  supports  its  moderating 
influence  in  the  peace  process  and  serves  our  strategic 
interests  by  providing  the  United  States  with  a  capable  ally 
that  can  operate  effectively  with  U.S.  forces  should  the 
need  arise,  as  Egypt's  contribution  to  the  allied  war  effort 
in  the  Gulf  War  clearly  demonstrated.  Our  FY  96  FMF  program 
will  fund  the  ongoing  modernization  program  of  the  Egyptian 
armed  forces.   We  will  continue  four  major  programs  (armor 
modernization,  F-16  aircraft,  Apache  helicopter  purchases, 
and  the  leasing  of  frigates),  while  upgrading  Egypt's 
secondary  systems  and  increasing  its  concentration  on 
interoperability  and  sustainment . 

Our  FY  1996  ESF  program  will  advance  Egypt's  vital 
economic  reform  efforts.   In  return  for  specific  reforms  in 
the  financial,  fiscal,  trade  and  private  enterprise  sectors, 
we  will  provide  cash  transfers  to  improve  macroeconomic 
performance.   We  will  also  increase  private  investment  and 
trade  through  support  for  small  and  micro-enterprise 
development  and  greater  privatization  efforts.   USAID  will 
also  administer  projects  designed  to  increase  productivity 
and  incomes  in  the  agriculture  sector  as  well  as  strengthen 
democratic  institutions,  protect  the  environment,  and 
stabilize  population  growth. 


419 


JORDAN 

Assistance  for  Jordan  also  plays  a  key  role  in  our 
efforts  to  promote  peace,  by  aiding  Jordan's  economy  and 
building  public  support  for  Jordan's  1994  peace  treaty  with 
Israel.   President  Clinton  promised  to  seek  forgiveness  of 
Jordan's  official  debt  to  the  United  States  when  Jordan 
ended  its  state  of  war  with  Israel.   This  courageous  act  by 
Jordan  gives  Israel  peace  on  two  of  its  borders.   An  urgent 
priority  in  our  efforts  to  build  peace  in  the  Middle  East  is 
in  FY  1995  supplemental  funding  for  $275  million  to  forgive 
fully  Jordan's  official  debt  to  the  United  States. 

Additionally,  we  are  proposing  for  Jordan  for  FY  1996, 
$7.2  million  in  economic  assistance  and  $30  million  in 
military  assistance.   The  ESF  program  will  fund  projects 
designed  to  support  expanded  economic  growth  through  exports 
as  well  as  improved  water  management  --a  critically  scarce 
resource  in  Jordan. 

FMF  will  enhance  the  Jordanian  Armed  Forces'  ability  to 
maintain  security  along  its  borders  and  help  Jordan  prevent 
infiltration  and  cross-border  attacks  against  Israel  from 
opponents  of  the  peace  process.   Funds  will  be  used  to 
purchase  vehicles,  night  vision  equipment,  tactical  radios, 
and  maintenance  support. 

WEST  BANK/GAZA 

Peace  in  the  Middle  East  will  depend  upon 
implementation  of  the  Israel-PLO  Declaration  of  Principles. 
At  the  time  of  its  historic  signing,  the  United  States 
pledged  $500  million  for  a  five-year  program  of  assistance 
to  the  Palestinians,  as  part  of  a  multilateral  $2.3  billion 
effort.   The  focus  is  on  building  the  political,  economic 
and  institutional  infrastructure  necessary  for  Palestinian 
self-government.   The  Palestinian  people  must  see  that  peace 
is  better  for  them  than  continued  conflict 

Our  $75  million  economic  assistance  request  in  FY  1996 
for  the  West  Bank  and  Gaza  will  address  urgent  economic 
needs,  so  as  to  bring  immediate  and  visible  improvements  in 
the  standard  of  living.  In  order  to  ensure  substantial  job 
creation  and  visible  results  on  the  ground,  we  have  worked 
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with  USAID  in  recent  weeks  to  redirect  FY  95  funding  into 
new  projects,  including  support  for  new  industrial  zones, 
community-based  jobs  programs  and  water/sanitation 
infrastructure.   We  anticipate  such  activities  will  continue 
to  be  the  focus  of  our  FY  96  program.   In  addition,  we  are 
stressing  private  sector  activity  that  can  provide  a  stable 
foundation  for  long-term  prosperity  and  self -governance. 
Our  assistance  will  support  small  business  by  improving 
their  management,  production  and  marketing  skills  and  by 
developing  marketing  and  information  services  through  local 
organizations.   A  loan  guaranty  program  will  encourage  bank 
lending  to  Palestinian  small  and  micro-enterprises.   We  will 
also  be  financing  housing  for  low  and  moderate  income  groups 
and  health  care  services. 

Our  stake  in  promoting  peace  in  the  Middle  East  is 
enormous;  the  consequences  of  renewed  conflict  would  be  dire 
for  U.S.  interests.   Without  these  resources  we  put  at  risk 
the  overall  peace  process. 


BUILDING  A  NEW  EUROPEAN  SECURITY  ARCHITECTURE 

Secretary  Christopher  identified  promoting  European 
security  as  another  area  of  opportunity  for  U.S.  foreign 
policy.   We  are  requesting  $286  million  in  military  and 
economic  assistance  to  support  our  security  objectives  in 
Europe  (Chart  5) .   $96  million  of  this  total  represents 
programs  of  military  cooperation  designed  specifically  to 
help  build  a  new  European  security  architecture  through 
programs  of  security  cooperation  with  the  new  democracies  of 
Central  Europe  and  the  former  Soviet  Union.   Together  with 
our  proposed  economic  assistance  programs  for  Central  Europe 
($480  million)  and  the  NIS  ($788  million)  these  funds  will 
help  to  build  a  stable  and  democratic  Europe. 

The  security  of  the  United  States  remains  linked  to 
Europe.   After  the  enormous  sacrifices  of  the  last  50  years, 
we  must  not  fail  to  provide  the  American  leadership  that  is 
indispensable  to  building  a  stable  new  order  in  Europe. 
With  the  Cold  War  over,  we  are  seeking  to  integrate  the 
former  Communist  states  into  the  community  of  Western 
democracies.   Over  the  past  two  years,  we  have  made  real 
progress  in  adapting  the  institutions  of  European  security 
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to  meet  our  objective:  a  stable,  free,  undivided,  integrated 
and  democratic  Europe. 

PARTNERSHIP  FOR  PEACE 

To  advance  this  vision  for  Europe's  future,  President 
Clinton  proposed  at  the  1994  NATO  Summit,  and  NATO  approved, 
the  Partnership  for  Peace  --  the  first  security  partnership 
that  will  encompass  all  of  the  nations  of  Europe  and  one  of 
the  principal  means  by  which  we  seek  to  build  the  new 
European  security  order.   The  Partnership  for  Peace  will 
provide  the  framework  both  for  NATO's  evolution  and  its 
eventual  expansion. 

Barely  one  year  old,  PFP  has  undertaken  a  remarkably 
varied  and  comprehensive  set  of  activities,  including  joint 
defense  planning;  training  and  military  exercises  with  U.S. 
and  NATO  forces  (three  in  1994,  thirteen  in  1995);  and  steps 
to  improve  interoperability  of  military  equipment,  forces, 
and  procedures.   An  especially  important  goal  of  PFP  is  to 
help  the  partners  establish  civilian  control  of  their 
defense  forces.   Partners  have  assigned  representatives  to 
NATO  and  the  Partnership  Coordination  Cell  to  facilitate 
exchange  of  information  and  learn  about  NATO  principles  and 
practices . 

To  make  PFP  a  success,  President  Clinton  pledged  in 
Warsaw  last  summer  $100  million  in  the  FY  1996  budget  to 
support  these  activities.   The  Warsaw  Initiative  is  designed 
to  help  Partners  get  started  in  PFP,  while  they  make  the 
budgetary  and  other  national  adjustments  necessary  to 
provide  for  their  own  participation.   A  few  Partners  have 
already  begun  this  process  of  adjustment  by  introducing  line 
items  in  their  limited  defense  budgets  specifically  for  PFP. 
We  are  seeking  $60  million  of  the  $100  million  total  in  our 
Foreign  Military  Financing  (FMF)  request,  while  the 
Department  of  Defense  is  requesting  the  remaining  $4  0 
million  in  their  budget. 

In  keeping  with  the  spirit  of  bringing  as  many  Partners 
as  possible  into  these  activities,  these  funds  will  be 
available  to  all  democratic  countries  in  the  New  Independent 
States  of  the  former  Soviet  Union  as  well  as  Central  Europe. 
We  have  an  especially  strong  interest  in  anchoring  countries 
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like  Ukraine  and  Belarus  in  a  security  relationship  with 
NATO.   We  support  Russia's  active  participation  in  PFP  and 
see  this  as  a  path  to  bringing  Russia  closer  to  Western 
institutions  and  values.  Amounts  proposed  for  individual 
countries  are  roughly  proportional  to  their  demonstrated 
commitment  to  PFP,  with  Central  European  States  receiving 
the  lion's  share. 

The  states  of  Central  Europe  have  gone  the  farthest  in 
identifying  specific  activities  which  they  will  undertake 
under  the  Partnership  and  participating  in  exercises  with 
NATO.   All  CE  countries  have  approved  Individual  Partner 
Plans  and  these  are  being  implemented.   The  allocation  of 
funds  for  Partners  from  the  Newly  Independent  States  is 
awaiting  definition  of  their  needs  which  is  in  turn  based  on 
their  plans  for  participation  in  PFP  activities.   Only  a  few 
of  the  Newly  Independent  States  are  actively  working  on 
Individual  Partnership  Plans  and  none  have  so  far  been 
finalized  and  approved.   We  hope  that  countries  such  as 
Ukraine  will  complete  these  soon  so  that  we  can  properly 
allocate  funds  from  the  Warsaw  Initiative  to  support  real- 
world  cooperative  activities. 

Our  request  for  $60  million  in  FMF  will  directly 
support  --  through  training  and  transfers  of  equipment  -- 
the  participation  of  our  partners  in  various  PFP  activities, 
which  aim  to  improve  their  capabilities  for  peacekeeping, 
search  and  rescue,  and  humanitarian  assistance  operations. 
Our  immediate  goal  is  to  integrate  partner  forces  into  NATO 
formations  and  partner  staff  officers  into  NATO 
headquarters.   For  the  longer  term,  we  wish  to  improve  their 
capabilities  to  operate  with  the  forces  of  NATO  members. 
FMF  funds  for  PFP  would  be  used  to  improve  communications 
and  command  and  control  systems  as  well  as  train  specialized 
units  in  partner  militaries  that  will  be  participating  in 
future  PFP  activities. 

The  Congress  in  FY  1995  appropriated  $30  million  in  the 
DoD  budget  for  PFP  activities,  including  a  major  PFP 
exercise  to  be  held  at  Ft.  Polk  Louisiana  this  summer. 
Without  such  assistance  this  exercise  would  probably  not 
take  place,  since  Partners  would  not  yet  be  in  a  position  to 
pay  their  own  way.   The  Defense  Department's  request  of  $40 
million  for  FY  1996  continues  their  support  for  the 
participation  of  individual  PFP  partners  in  joint  exercises 
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and  activities  leading  up  to  them  (e.g.,  exercise  planning 
conferences) .   These  funds  will  offset  exercise-related 
costs  such  as  fuel,  spare  parts,  rations  and  transportation. 


CENTRAL  EUROPE  DEFENSE  COOPERATION 

Beyond  our  support  for  the  Partnership  for  Peace,  we 
are  requesting  $20  million  for  bilateral  military  assistance 
programs  in  Central  European  countries.   While  these  FMF 
programs  will  reinforce  the  overall  goals  of  PFP,  they  will 
proceed  separately.   They  will  focus  on  the  broader  effort 
of  CE  governments  to  reform  and  re-orient  their  militaries 
to  defensive  postures  and  rationalize  their  defense 
planning.   At  the  same  time,  we  will  target  funds  in  a  way 
that  will  improve  the  compatibility  of  these  evolving 
Central  European  military  forces  with  those  of  the  United 
States  and  NATO.   This  will  be  done  by  supporting  discrete, 
high  priority  projects  such  as  radars,  transportation, 
defensive  weaponry,  and  systems  to  identify  friends  and  foes 
(IFF) . 

The  focus  will  be  on  improving  and  refocusing  the 
capabilities  of  critical  elements  of  CE  militaries  and 
national  defense  structures  as  opposed  to  directly  enabling 
units  to  participate  in   specific  PFP  activities.   One 
critical  element  will  be  support  of  dedicated  peacekeeping 
units  in  these  countries  which  will  be  able  to  participate 
in  multinational  peacekeeping  operations  (NATO,  OSCE,  UN,  or 
other) .   More  units  of  this  type  will  reduce  the  need  for 
U.S.  peacekeeping  deployments  worldwide  and  create  a  larger 
pool  of  professional  peacekeepers  to  support  peace  and 
stability  in  a  variety  of  regions. 


BALTIC  PEACEKEEPING 

In  creating  their  military  forces  after  the  Soviet  era, 
the  Baltic  countries  have  chosen  to  devote  their  scarce 
resources  to  building  a  first-class  peacekeeping  force.   But 
the  needs  of  this  peacekeeping  unit  far  exceed  the  financial 
capacities  of  these  three  countries. 
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President  Clinton  pledged  last  summer  $10  million  to 
support  the  establishment  of  the  Baltic  Battalion.   To  date, 
we  have  provided  $3.7  million,  and  we  are  in  the  process  of 
making  available  an  additional  $5  million  in  FY  1995  funds. 
This  assistance  has  been  combined  with  assistance  from  six 
other  European  donors.   As  a  result,  the  Baltic  countries 
have  established  a  training  center  in  Latvia  and  begun 
training  with  a  view  to  becoming  fully  operational  later 
this  year.   The  U.S.  contribution  in  FY  1995  will  include 
radios,  vehicles,  uniforms  and  training.   But  far  more 
important  has  been  U.S.  leadership  in  bringing  this  effort 
to  fruition.   We  are  requesting  an  additional  $5  million  in 
FY  1996  to  continue  this  highly  successful  multilateral 
effort. 

KEY  NATO  ALLIES 

We  are  also  planning  to  continue  our  support  for  two 
key  NATO  allies  in  recognition  of  their  importance  in 
maintaining  stability  in  a  region  that  is  critical  to  U.S. 
interests.   Our  FY  1996  request  of  $90  million  for  the 
subsidy  cost  of  a  total  of  $765  million  in  FMF  loans  for 
Greece  and  Turkey  will  complete  mult i -year  military 
modernization  programs  in  both  countries.   The  requested 
$450  million  in  FMF  loans  for  Turkey  will  fund  the  final 
year  of  the  Peace  Onyx  F-16  program  as  well  as  support  to 
deployed  U.S. -origin  systems.   In  Greece,  the  requested  $315 
million  in  FMF  loans  will  provide  funding  for  sustainment 
for  U.S.  weapons  systems  in  the  Greek  inventory  as  well  as 
acquisition  of  new  systems  such  as  HARM  and  AMRAAM  missiles. 
We  are  also  requesting  $100  million  in  economic  assistance 
for  Turkey  --  provided  in  the  form  of  a  cash  transfer  --to 
assist  in  resolving  Turkey's  difficult  economic  situation, 
caused  in  part  by  its  support  for  Iraq  sanctions. 

It  would  be  hard  to  overstate  the  importance  of  Turkey 
as  a  U.S.  ally.   It  is  at  the  crossroads  of  almost  every 
issue  of  importance  to  the  United  States  on  the  Eurasian 
continent- -including  NATO,  the  Balkans,  the  Aegean,  Iraq 
sanctions,  Russia's  relations  with  the  NIS,  peace  in  the 
Middle  East,  and  transit  routes  for  Central  Asian  oil  and 
gas.   At  the  same  time  the  Administration  is  making  a  very 
serious  effort  to  help  Turkey  improve  its  performance  in  an 
area  which  is  very  important  to  all  of  us  and  to  Turkey: 
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human  rights.   At  every  opportunity  we  stress  to  senior 
Turkish  officials  the  need  to  undertake  reform.   Our  EU 
allies  are  doing  the  same  --  most  recently  in  announcing 
agreement  to  the  EU-Turkey  customs  union. 

With  regard  to  Turkey's  incursion  into  northern  Iraq, 
the  United  States  understands  Turkey's  need  to  deal  firmly 
with  the  PKK,  which  is  a  vicious  terrorist  organization.   At 
the  same  time  we  will  continue  to  insist  that  Ankara  do 
everything  possible  to  avoid  harm  to  the  civilian 
population,  and  that  it  limit  the  scope  and  duration  of  the 
operation. 

PEACEKEEPING  OPERATIONS 

Our  Promoting  Peace  budget  also  seeks  funding  in  the 
voluntary  peacekeeping  operations  (PKO)  account  to  support  a 
broad  range  of  non-UN,  multilateral  operations. 

This  account  has  proven  to  be  of  great  value  in 
enabling  us  to  respond  flexibly  to  resolve  conflicts, 
support  multilateral  peace  operations,  and  undertake 
sanctions  enforcement.   Through  the  use  of  the  PKO  account, 
we  are  also  able  to  promote  the  increased  involvement  of 
regional  organizations  in  preventing  conflict.  The  costs  to 
the  United  States  of  such  voluntary  operations  are  often 
lower  than  in  UN  assessed  operations. 

We  are  requesting  in  FY  1996  $100  million.   We  will 
continue  to  support  the  successful  Multinational  Force  and 
Observers  peacekeeping  operation  in  the  Sinai  and 
enforcement  of  UN  sanctions  against  Serbia  as  well  as 
prospective  OSCE  peacekeeping  in  Nagorno-Karabakh  or 
elsewhere  in  Europe  and  regional  peacekeeping  in  Africa. 

DE-MINING 

Mr.  Chairman,  one  of  the  most  important  initiatives  of 
the  Clinton  Administration  has  been  to  undertake  a 
comprehensive  strategy  aimed  at  preventing  the  spread  of 
anti -personnel  landmines  (APL) ,  undertaking  to  help 
countries  remove  these  from  their  lands,  reducing  reliance 
on  types  of  APL  which  cause  the  most  civilian  casualties, 
strengthening  international  treaties  which  restrict  the  use 
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of  anti-personnel  landmines,  and  leading  a  multilateral 
effort  to  establish  a  landmine  control  regime.   Pending 
establishment  of  the  regime  we  have  put  in  place  a 
unilateral  landmine  export  moratorium  and  have  achieved  the 
support  of  more  than  twenty  other  countries. 

With  some  100  million  uncleared  ant i -personnel 
landmines  world-wide,  including  as  many  as  10  million  each 
in  Cambodia  and  Angola,  clearing  landmines  represents  a 
major  challenge  which  will  require  long-term  solutions. 
Over  the  past  two  years,  we  have  worked  together  with  DoD  to 
design  programs  wherein  FMF  funds  for  demining  are  used 
primarily  to  provide  equipment  to  complement  comprehensive 
demining  training  programs  funded  by  DoD  humanitarian 
assistance  funds.   Together  these  resources  have  begun  the 
development  of  indigenous  capabilities  in  mine- inflicted 
countries  to  deal  with  uncleared  landmines. 

Our  FMF  request  of  $10  million  will  support  demining 
programs  around  the  world.   We  will  build  upon  and  continue 
programs  in  Cambodia,  Eritrea,  Ethiopia,  Mozambique, 
Namibia,  and  Rwanda.   We  are  working  with  the  UN  Office  for 
the  Coordination  of  Humanitarian  Assistance  to  Afghanistan 
(UNOCHA)  to  assist  with  their  mine  clearance  and  mine 
awareness  programs  and  the  Organization  of  American  States 
to  assist  with  their  demining  programs  in  Central  America. 
We  are  planning  a  demining  assistance  program  in  Angola, 
perhaps  the  most  densely  mined  country  in  the  world. 


INTERNATIONAL  MILITARY  EDUCATION  AND  TRAINING  (IMET) 

Our  IMET  program  is  one  of  our  most  effective  foreign 
policy  tools.   Our  ambassadors  and  unified  military 
commanders  rely  very  heavily  on  IMET  to  help  strengthen 
security  relationships  with  allied  and  friendly  nations, 
encourage  their  professionalism  and  a  non-political 
character,  promote  the  transition  to  democracy  and  civilian 
control,  and  enhance  regional  states'  ability  to  participate 
in  peacekeeping  operations.   Together  with  DoD  programs 
administered  by  the  regional  Commanders  in  Chief,  IMET 
bolsters  our  cooperative  defense  arrangements  and  reduces 
the  need  for  direct  U.S.  military  intervention  in  conflicts. 
Equally  important,  IMET  programs  expose  foreign  military  and 
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civilian  personnel  to  the  U.S.  professional  military 
establishment  and  the  American  way  of  life,  including  our 
regard  for  democratic  values,  respect  for  individual  and 
human  rights  and  belief  in  the  rule  of  law. 

In  fiscal  year  1994,  the  IMET  program  was  cut  nearly  in 
half.   This  cut  was  especially  unfortunate  as  it  occurred  at 
a  time  when  we  were  seeking  to  train  a  growing  number  of 
students  from  Central  Europe  and  the  states  of  the  former 
Soviet  Union  to  assist  in  their  democratic  transitions.   One 
thousand  fewer  students  could  be  trained  in  the  United 
States  at  a  time  when  IMET  training  was  more  valuable  than 
ever.   This  program  is  far  too  valuable  to  be  so  under- 
funded.  For  FY  1996,  we  are  requesting  nearly  $40  million 
for  military  training  under  (IMET)  program,  an  increase  of 
$18  million  over  FY  i995,  which  will  send  more  than  3,000 
IMET  trainees  to  the  U.S.  from  more  than  100  countries. 


NONPROLIFERA  TION 

With  the  dissolution  of  the  Soviet  Union,  the 
proliferation  of  weapons  of  mass  destruction  now  poses  the 
gravest  threat  to  the  security  of  the  United  States  and  our 
allies.   Preventing  the  spread  of  these  and  other  dangerous 
weapons  is  a  Clinton  Administration  priority,  and  Secretary 
Christopher  identified  nonproliferation  as  one  of  his 
foreign  policy  opportunities. 

To  help  achieve  our  overall  nonproliferation 
objectives,  we  are  requesting  $108  million  in  FY  1996  (Chart 
6) .   Through  the  Nonproliferation  and  Disarmament  Fund,  we 
will  undertake  a  variety  of  bilateral  assistance  programs, 
including  export  control  assistance.   Under  the 
International  Organizations  and  Programs  (IO&P)  account,  we 
will  contribute  to  the  International  Atomic  Energy  Agency 
(IAEA)  and  support  the  Korean  Energy  Development 
Organization.   We  seek  funding  for  the  International  Science 
Centers  in  Russia  and  Ukraine  under  the  FREEDOM  Support  Act. 
All  of  these  programs  will  be  closely  integrated  with  DoD 
programs  in  the  NIS  for  the  dismantlement  of  nuclear  weapons 
and  the  enhancement  of  security  in  nuclear  facilities. 
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THE  NONPROLIFERATION  AND  DISARMAMENT  FUND 

Bilateral   Assistance 

The  Nonproliferation  Fund  (NDF)  was  set  up  just  a  year 
ago  with  $10  million  to  provide  bilateral  assistance  in 
support  of  our  broad  ranging  non-proliferation  and 
disarmament  goals.   It  has  many  significant  accomplishments 
already  to  its  credit.  When  a  substantial  quantity  of 
unsafeguarded  highly  enriched  uranium  was  discovered  in 
Kazakhstan,  resources  from  the  NDF  enabled  us,  together  with 
the  Departments  of  Defense  and  Energy,  to  procure  and 
transport  the  material  safely  to  the  United  States,  bringing 
under  strict  U.S  control  a  dangerous  quantity  of  weapons 
grade  material  and  in  so  doing  reducing  the  potential  threat 
to  Americans.   The  NDF  has  also  financed  projects  to: 

•  destroy  missile  launchers  in  South  Africa  and  Hungary; 

•  procure  equipment  essential  to  strengthen  the 
capability  of  the  International  Atomic  Energy  Agency  to 
safeguard  nuclear  materials; 

•  deploy  of  seismic  arrays  in  Egypt  and  Pakistan 
necessary  to  test  a  global  network  to  verify  a 
Comprehensive  Test  Ban  Treaty; 

•  support  cooperative  arrangements  with  our  European 
allies  and  the  Baltics,  to  deter  nuclear  smuggling  from 
the  former  Soviet  Union; 

•  build  expertise  in  export  control  procedures  in  Central 
European  countries  to  combat  the  export  of  materials 
and  technologies  that  could  be  used  to  make  weapons  of 
mass  destruction. 

We  request  another  $10  million  in  FY  1996  to  continue  these 
critical  bilateral  assistance  programs. 

Export    Controls 

An  important  element  of  our  nonproliferation  strategy 
is  stopping  the  diversion  of  sensitive  material  and 
technology.   We  have  funded  a  variety  of  programs  aimed  at 
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strengthening  the  capabilities  of  countries  in  Central 
Europe  and  the  NIS  to  stop  dangerous  exports  and  prevent 
nuclear  smuggling.   In  the  past,  activities  in  the  four 
nuclear  successor  states  were  funded  in  DoD's  Nunn-Lugar 
programs.   The  NDF  funded  programs  in  Central  Europe  and  the 
Baltics. 

Our  task  is  a  difficult  one,  because  the  end  of  the 
Soviet  Union  largely  erased  the  existing  export  control 
system,  created  extensive  new  borders,  and  left  many 
countries  ill-equipped  to  control  their  exports.   Our 
assistance  is  designed  to  put  in  place  modern  systems  to 
license  and  track  trade  in  sensitive  materials,  train 
personnel  in  export  control  procedures,  establish  effective 
legal  systems  for  export  controls,  and  improve  enforcement 
capabilities. 

Nunn-Lugar  funds  in  past  years  have  supported  an 
extensive  series  of  policy-  and  working-level  exchanges  with 
Belarus,  Kazakhstan,  and  Ukraine  to  assess  their  needs  and 
design  projects.   Procurement  and  delivery  of  equipment  is 
underway  to  provide  detection,  analytical,  and 
transportation  equipment  and  data  processing  systems  for 
more  effective  licensing  and  enforcement  systems.   Past  NDF 
funding  has  provided  training,  export  licensing  automation 
equipment,  and  portable  X-Ray  vans  in  Poland  and  the 
Baltics . 

For  FY  1996,  we  have  consolidated  funding  for  all 
export  control  activities  into  our  budget,  so  as  to  provide 
better  coordination  among  these  various  efforts  and  give  us 
the  flexibility  to  allocate  resources  to  the  countries  most 
in  need  of  our  help.  We  are  requesting  $15  million  as  part 
of  the  NDF  to  fund  export  control  assistance  to  prevent  the 
diversion  of  sensitive  materials  and  technology.    This  will 
permit  completion  of  projects  in  Kazakhstan  and  Ukraine  to 
equip  them  with  automated  licensing  and  enforcement  systems. 
Our  request  is  $12  million  less  than  Congress  appropriated 
under  Nunn-Lugar  last  year. 

This  committee  will  now  have  jurisdiction  over  all 
these  export  control  activities,  and  we  look  forward  to  the 
opportunity  to  demonstrate  how  essential  they  are  to  the 
success  of  our  overall  non-proliferation  policy. 
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IAEA  VOLUNTARY  CONTRIBUTION 

The  centerpiece  of  our  nonprolif eration  strategy  is  to 
obtain  the  indefinite  and  unconditional  extension  of  the 
Nonprolif eration  Treaty  (NPT) .   Since  1970,  when  the  NPT 
came  into  force,  the  IAEA  has  administered  the  safeguards 
regime.   The  IAEA's  unique  system  of  safeguards  ensures  that 
nuclear  material  intended  for  peaceful  use  is  not  diverted 
to  nuclear  weapons.  The  IAEA  also  provides  the  critical 
monitoring  necessary  to  assure  continued  compliance  by  the 
DPRK  w? th  the  freeze  of  its  nuclear  program. 

We  are  requesting  a  $43  million  voluntary  contribution 
to  the  IAEA  under  the  International  Organizations  and 
Programs  account.   In  addition  to  supporting  programs 
designed  to  strengthen  IAEA  safeguards,  these  funds  will  be 
used  to  fulfill  our  obligation,  under  Article  IV  of  the  NPT, 
to  facilitate  the  exchange  of  equipment,  materials,  and 
scientific  and  technological  information  for  the  peaceful 
uses  of  nuclear  energy.   As  this  IAEA  objective  is  of 
paramount  importance  to  the  vast  majority  of  IAEA  member 
states,  continued  U.S.  support  for  technical  cooperation  is 
crucial  to  maintaining  support  for  a  strong  safeguards 
system. 


NORTH  KOREA 

To  prevent  the  outbreak  of  a  destabilizing  nuclear  arms 
race  in  Northeast  Asia  and  the  undermining  of  global 
proliferation  controls,  the  United  States  concluded  the 
Agreed  Framework  with  North  Korea  which  froze  the  DPRK 
nuclear  program  and  will  lead  to  the  dismantling  of  its 
current  graphite  reactors  and  replace  them  with  safer, 
proliferation-resistant  light  water  reactors.   The  framework 
safeguards  the  security  of  our  allies  and  friends  in  the 
region  and  maintains  the  vital  integrity  of  the  NPT.   It  has 
the  strong  support  of  Japan  and  South  Korea  --  key  allies 
whose  security  is  directly  at  stake  and  who  will  provide 
most  of  the  financing  for  its  implementation  --  and  of  the 
broader  international  community.   Currently  we  are  in  the 
midst  of  talks  in  Berlin  with  DPRK  representatives  on  the 
terms  and  conditions  of  the  LWR  project  envisioned  in  the 
Agreed  Framework.   Both  sides  agreed  to  a  recess  in  the 
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talks  during  which  the  United  States  will  consult  further 
with  the  ROK  and  Japanese  governments. 

Under  the  U.S.-DPRK  Agreed  Framework,  the  U.S.  agreed 
to  organize  under  its  leadership  an  international  consortium 
to  finance  and  supply  the  light-water  reactor  (LWR)  project 
to  be  provided  to  the  DPRK.   In  order  to  meet  this  pledge, 
the  U.S.  has  agreed  with  the  ROK  and  Japan  on  the  creation 
of  an  international  organization  --  the  Korean  Energy 
Development  Organization  or  KEDO.   KEDO  will  carry  out  the 
reactor  project  and  other  projects  called  for  in  the  Agreed 
Framework,  such  as  the  transfer  of  spent  fuel  out  of  the 
DPRK  for  ultimate  disposition,  the  dismantlement  of  the 
DPRK's  graphite -moderated  reactor  program,  and  the  supply  of 
alternative  energy. 

To  help  meet  this  commitment,  our  FY  19  96  budget 
request  includes  $22  million  as  part  of  the  International 
Organizations  and  Programs  Account  to  support  KEDO.   With 
contributions  from  other  KEDO  partners,  we  will  help  to 
finance  KEDO's  administrative  expenses  and  support  KEDO's 
projects,  including  the  LWR  project  and  provision  of  heavy 
oil  to  the  DPRK.   The  leverage  behind  this  figure  is 
extraordinary:   our  allies  --  especially  the  ROK  and  Japan  - 
-  will  fund  by  far  the  largest  share  of  the  remaining  $4 
billion  for  the  project.   Nevertheless,  the  U.S. 
contribution  is  essential  to  demonstrate  U.S.  leadership  and 
to  supplement  and  stimulate  contributions  from  other 
countries . 

Without  this  funding,  KEDO  might  not  be  able  to  operate 
or  carry  out  its  objectives,  which  would  weaken  the 
credibility  of  U.S.  leadership,  jeopardize  the 
implementation  of  the  Agreed  Framework,  and  contribute  to 
rising  security  tensions  on  the  Korean  Peninsula.   Full 
funding  of  this  request  is  the  best  way  to  promote  both  U.S. 
peace  and  security  as  well  as  a  non-nuclear  Korean 
peninsula . 


INTERNATIONAL  SCIENCE  AND  TECHNOLOGY  CENTERS 

In  the  past,  the  Nunn-Lugar  program  in  the  DoD  budget 
also  funded  the  International  Science  and  Technology  Center 
(ISTC)  in  Moscow  and  the  Science  and  Technology  Center  in 
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Ukraine  (STCU) .   For  FY  1996,  we  are  requesting  in  our 
budget  $18  million  under  the  FREEDOM  Support  Act  to  continue 
these  science  center  programs,  which  aim  to  prevent 
scientists  and  engineers  formerly  engaged  in  Soviet  programs 
of  design,  development  and  production  of  weapons  of  mass 
destruction  from  emigrating  to  other  countries  which  are 
trying  to  develop  weapons  of  mass  destruction.   To  date  the 
ISTC  has  funded  94  projects  employing  over  5,000  scientists 
and  engineers  in  non-military  scientific  endeavors.   That  is 
5,000  scientists  who  are  not  working  on  dangerous  weapons 
programs  in  places  like  Libya  or  Iraq.   Administration  and 
management  of  the  science  centers  will  also  shift  to  the 
Department  of  State  in  FY  1996. 

Mr.  Chairman,  these  non-proliferation  programs  are 
critical  for  the  security  of  Americans.   They  are  also 
extremely  cost  effective.   Very  small  investments  now  in 
helping  other  countries  to  prevent  diversions  of  sensitive 
materials  and  technologies  will  help  avoid  much  larger  costs 
in  the  future,  if  dangerous  weapons  proliferate  around  the 
world. 


Building  Democracy 

Another  critical  goal  for  Americans  is  building 
democracy  and  we  are  requesting  $1,527  billion  (Chart  7) . 
Democratic  nations  are  far  less  likely  to  go  to  war  with 
each  other  and  far  more  likely  to  respect  international  law. 
Democratic  nations  are  critical  to  building  a  world  in  which 
long-term  stability  is  possible. 

COUNTRIES  IN  TRANSITION 

Under  our  overall  objective  of  building  democracy,  most 
of  our  request,  $1,268  billion,  is  designed  to  promote 
continued  economic  and  political  reform  in  Central  Europe 
and  the  NIS.   We  are  also  requesting  $210  million  in 
economic  assistance  to  help  a  small  number  of  other 
countries  to  make  the  difficult  transition  to  democracy. 

In  this  Countries  in  Transition  (CIT)  program  (Chart 
8) ,  we  seek  to  help  strengthen  and  consolidate  democratic 
processes  and  institutions  in  countries  that  have  recently 
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embarked  on  a  democratic  course,  or  where  democracy  is 
critically  threatened.   Assistance  may  take  the  form  of 
direct  support  for  the  democratic  process  (e.g.  institution 
building,  electoral  support,  judicial  training) or  involve 
fast  disbursing  financial  assistance  to  promote 
privatization  and  the  economic  growth  necessary  to  sustain 
democratic  gains. 

It  is  important  to  note  that  this  funding  for  countries 
in  transition  is  intended  to  be  temporary  assistance  to  meet 
the  extraordinary  demands  associated  with  the  transition  to 
democracy.   Longer  term  economic  development  programs  are 
funded  out  of  the  Sustainable  Development  accounts .  Given 
the  progress  that  El  Salvador  has  made  in  consolidating 
democracy  and  recovering  from  its  civil  war,  we  have  shifted 
this  year  assistance  for  El  Salvador  out  of  this  account. 

For  FY  1996,  we  are  requesting  $90  million  to  support 
the  transition  from  military  to  civilian  rule  following 
Haiti's  return  to  democracy.   With  the  restoration  of 
President  Aristide  and  the  legitimately  elected  Haitian 
Government,  the  United  States  is  leading  a  multilateral 
effort  to  promote  long-term  sustainable  economic  development 
and  to  establish  firm  foundations  for  Haiti's  fragile 
democracy.   The  United  States  and  other  international  donors 
have  pledged  over  $1  billion  to  support  reconstruction  in 
Haiti.   Our  assistance  to  Haiti  will  strengthen  basic 
democratic  institutions  such  as  civilian-controlled  police, 
a  functioning  legislature,  and  a  judiciary  that  can  provide 
real  justice.   We  aim  to  improve  the  efficiency  of  the 
executive  branch,  strengthen  government  and  grass  roots 
organizations  at  the  local  level,  and  encourage  respect  for 
human  rights  among  all  Haitian  institutions.   The  roots  of 
democracy  in  Haiti  are  not  deep;  they  need  careful 
nurturing.   It  would  be  folly  to  have  helped  Haiti  come  this 
far,  at  great  cost,  and  fail  to  see  this  experiment  through 
to  success. 

Cambodia  is  another  country  making  the  difficult 
transition  to  democracy  following  decades  of  conflict.   U.S. 
interests  in  Cambodia  are  clear:  to  preserve  hard-won 
democratic  gains  in  the  former  "killing  fields"  and  to 
prevent  the  return  to  power  of  the  brutal  Khmer  Rouge. 
Cambodia  is  an  example  of  democracy's  promise,  but  its 
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success  cannot  be  taken  for  granted.   The  current  peace  and 
the  democratic  government  are  fragile. 

Our  FY  1996  request  of  $40  million  in  economic 
assistance  will  continue  support  for  Cambodia's  democratic 
institutions  while  promoting  broad-based  economic  growth.  We 
would  fund  legal,  regulatory,  and  judicial  reforms  and  seek 
to  establish  a  market  oriented  approach  in  key  economic 
ministries.   A  substantial  portion  of  requested  funding  will 
be  used  to  support  basic  human  needs,  including  the 
rehabilitation  of  physical  infrastructure. 

We  are  also  seeking  $3  million  in  military  assistance 
for  Cambodia  to  purchase  engineering,  medical  and  land,  sea 
and  air  transportation  assets  for  development  of  its  basic 

military  infrastructure 

Our  countries  in  transition  program  also  seeks  economic 
assistance  funds  to  advance  important  democratic  gains  in 
Latin  America,  Africa,  and  Asia.   We  request  for: 

--  Latin  America  and  the  Caribbean  region,  $27.5 
million  for  programs  to  promote  and  strengthen  democratic 
institutions,  local  government,  police  training,  and  the 
media; 

--  Africa,  $24  million  for  programs  to  support  free 
elections,  respect  for  the  rule  of  law,  and  to  enhance 
government  accountability. 

--  East  Asia,  some  $18  million  for  programs  to 
strengthen  civil  society  and  encourage  economic  cooperation. 

To  protect  our  considerable  investment  to  date  in 
establishing  democracy  in  these  countries,  it  is  critical 
that  we  provide  continued  support.   Failure  to  do  so  would 
risk  undermining  what  we  have  so  far  achieved. 


Conclusion 

Let  me  conclude  by  returning  to  the  central  point  of  my 
presentation:  the  funding  we  are  requesting  in  our  overall 
security  assistance  budget  directly  increases  the  security 
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of  Americans .   We  undertake  these  programs  to  achieve 
specific  objectives,  each  of  which  can  be  measured  in  terms 
of  their  success,  and  each  of  which  makes  the  world  and 
Americans  safer.   U.S.  security  depends  on  promoting  peace 
in  the  Middle  East,  building  a  new  security  order  in  Europe, 
preventing  the  spread  of  nuclear  weapons,  and  helping 
countries  nations  emerging  from  dictatorship  or  misrule 
transition  to  democracy. 

Foreign  assistance  programs  are  not  popular,  but  that 
reflects  on  our  failure  to  explain  how  these  programs  serve 
these  important  goals.  But  popular  or  unpopular,  foreign 
assistance  is  an  essential  tool  to  pursue  American  interests 
abroad  and  our  security  at  home.   Without  adequate  funding, 
American  leadership  in  the  world  and  our  vital  interests 
will  be  imperiled.   The  support  of  this  Subcommittee  is 
essential  to  achieving  our  goals  and  we  are  ready  to  work 
closely  with  the  Committee  and  staff  to  fully  address  any 
concerns  and  questions  you  may  have. 

Mr.  Chairman,  I  wish  to  thank  the  members  of  the 
Committee  for  their  attention,  and  would  be  pleased  now  to 
answer  any  questions  you  may  have. 
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SECURITY  ASSISTANCE  HAS  STEADILY 
DECREASED  OVER  THE  PAST  TEN  YEARS 

Security  Assistance  Funding  —  1986-96 


1994  $  in  Billions 
14l 


Chart  1 
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FY  1996  INTERNATIONAL  AFFAIRS  (FUNCTION  150)  BUDGET 


(Budget  Authority  -  S  Millions) 

PROMOTING   U.S.  PROSPERITY  THROUGH 

TRADE,  INVESTMENT,  AND  EMPLOYMENT 

Export-Import  Bank:  Loan  Subsidy/Operatio1 


FY  1995 
Estimate 


Export-Import  Bank:   Negative  Loan  Subsidy 

US) 

(90) 

(42) 

Food  Export  Promotion  (PL  480  •  Title  I) 

218 

150 

(68) 

Trade  and  Development  Agency 

62 

67 

5 

Overseas  Private  Investment  Corporation:  Credit 

107 

95 

(12) 

Overseas  Private  Investment  Corporation'  Non-Credit 

(169) 

(192) 

(23) 

BUILDING  DEMOCRACY 

New  Independent  States  of  Former  Soviet  Union 

1,295 

719 

1.527 

788 

232 
69 

Central  and  Eastern  Europe 

359 

480 

121 

Other  Countries  in  3  ransilion 

179 

220 

41 

National  Endowment  for  Democracy 

34 

34 

0 

Multilateral  Democracy  Programs 

4 

5 

1 

PROMOTING  SUSTAINABLE  DEVELOPMENT 

Multilateral  Development  Banks,  IMF,  and  Debt  Reduction 

4,760 
1,935 

5,200 
2,371 

440 
436 

Slate  Department  and  USA1D  Programs" 

[2.546] 

[2.546] 

(01 

Broad-Based  Economic  Growth  (including  PL.  480  -Title  III) 

1,447 

1,354 

(93) 

Stabilization  of  World  Population  Growth 

577 

615 

58 

Protection  of  Global  Environment 

343 

37* 

35 

Support  for  Democratic  Participation 

179 

179 

0 

Peace  Corps  and  Other  Agencies 

279 

283 

4 

PROMOTING  PEACE 

Regional  Peace.  Security,  and  Defense  Cooperation 

7,315 

5,734 

6,605 
5,653 

(710) 

(81) 

of  which:  Middle  East  Peace  Process 

[5.225) 

(5,243] 

[18] 

Military  Loans  Subsidy 

(48] 

(90] 

[42] 

Peacekeeping  Programs 

1,308 

545 

(763) 

Non-Proliferalion  and  Disarmament 

104 

166 

62 

t  uuiUf-r-Narootica  and  Grime 

155 

225 

70 

Anti-Terrorism 

15 

15 

0 

PROVIDING  HUMANITARIAN  ASSISTANCE 

Refugee  Assistance 

1,712 

721 

1,717 
721 

5 
0 

Disaster  Assistance  (including  Transition  Initiative) 

170 

200 

30 

Food  Assistance  (PL  480-Title  II) 

821 

796 

(25) 

ADVANCING   DIPLOMACY 

Stale  Department  Operations 

5.490 

2,562 

5,481 

2,600 

(») 

38 

State  Department  Small  Programs 

43 

42 

(1) 

Information  and  Exchange  (excludes  N.E.D.) 

1,385 

1,266 

(119) 

United  Nations  and  Other  Affiliates  (Assessed) 

873 

934 

61 

USAID Operating  Expenses 

557 

568 

II 

Non-State  Small  Programs 

71 

71 

0 

Spec  Defense  Acquisition  Fund 

(282) 

(220) 

62 

Total,   Function  150  (Discretionary  Programs)* 


'  rotals  maj  not  add  due  lo  rounding    FY  1995  amounts  reflect  proposed  supplemental  and  r 
'•Reflects  preliminary  allocations  among  categories  for  I  >   1995 
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FY   1996  INTERNATIONAL  AFFAIRS  (FUNCTION   150)  BUDGET 
BY  APPROPRIATIONS  SUBCOMMITTEE 


(Budget  Authority  •  $  Millions) 


FY  1995 
Estimate 


FY  1996 
Request 


TOTAL  FUNCTION  ISO  (DISCRETIONARY)  1/ 


FOREIGN  OPERATIONS 

Multilateral  Development  Banks 

13.961 

1,903 

14,747 
2,304 

785 
401 

Debt  Restructuring 

282 

42 

(240) 

Agency  for  International  Development 

Sustainable  Development  Assistance  Program 

1319 

1,300 

(19) 

Development  Fund  for  Africa 

802 

802 

0 

USAID  Operating  Expenses 

557 

568 

II 

International  Disaster  Assistance 

170 

200 

30 

Other  USAID  Programs 

29 

38 

9 

Assistance  for  the  New  Independent  Slates  of  the  former  Soviet  Union 

719 

788 

69 

Assistance  for  Eastern  Europe  and  the  Baltic  States 

359 

480 

121 

International  Organizations  and  Programs  ( Voluntary ) 

374 

425 

51 

Peacekeeping  Operations  ( Voluntary) 

102 

100 

(2) 

Refugee  Assistance 

721 

721 

0 

Trade  and  Development  Agency 

62 

67 

5 

Ex  port- Import  Bank 

784 

780 

(4) 

Overseas  Private  Investment  Corporation  (net) 

(62) 

(96) 

(34) 

Peace  Corps  and  other  agencies  (IAF,  ADF) 

279 

283 

4 

International  Narcotics  Control 

105 

213 

108 

Anu- Terrorism  Assistance 

15 

15 

0 

Economic  Support  Fund 

2,451 

2,494 

43 

Foreign  Military  Financing 

3.199 

3.352 

153 

International  Military  Education  and  Training 

26 

40 

14 

Military-to-Military  Contacts 

12 

0 

(12)2/ 

Special  Defense  Acquisition  Fund 

(282) 

(220) 

62 

Enhanced  Structural  Adjustment  Facility 

25 

25 

0 

Non-Proliferation  and  Disarmament  Fund 

10 

25 

15    31 

COMMERCE,  JUSTICE,  STATE 

Contributions  to  International  Organizations  (Assessed) 

6,215 

873 

5,457 
934 

(758) 
61 

Contributions  to  International  Peacekeeping  Activities  (Assessed) 

1,205 

445 

(760) 

State  Department  Operations 

2,150 

2,178 

28 

Acquisition  and  Maintenance  of  Buildings  Abroad 

412 

422 

10 

Other  State  Department  Programs 

38 

42 

4 

Arms  Control  and  Disarmament  Agency- 

54 

76 

22 

US  Information  Agency 

Salaries  and  Expenses 

476 

496 

20 

Educational  and  Cultural  Exchange  Programs 

280 

253 

(27) 

International  Broadcasting  Operations 

238 

395 

157 

Other  USIA  Programs 

192 

156 

(36) 

Board  for  International  Broadcasting 

237 

0 

(237) 

International  Trade  Commission  and  other  programs 

45 

50 

5 

Asia  Foundation 

15 

10 

(5) 

AGRICULTURE 

PL-480  Title  1 

1.103 

217 

996 

150 

(107) 
(67) 

PL-480  Title  II 

821 

796 

(25) 

PL-480  Title  Ml 

65 

50 

(15) 

LABOR/OTHER 

United  Suites  Institute  of  Peace 

12 

12 

12 

12 

0 

0 

lefleci  proposed  soppier 
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Promoting  Peace 
FY  1996  Budget 


IMET  1% 

Peacekeeping  8% 

Demining  1% 
Nonproliferation  3% 

Middle  East     ■  H    Other  4% 

79%  fg  European  Security  4% 

Other  Security 
Assistance  1% 


Total  =  $6,615  Billion 


Chart  4 
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FY  1996  Security  Assistance  Budget  Request 

Building  a  New  European  Security  Architecture 


FY  1995                                                           FY  1996 

Partnership  for  Peace  (FMF) 

0.000                                                             60.000 

Partnership  for  Peace  (DoD) 

30.000                                                             40.000 

Central  Europe  Defense  Cooperation  (FMF) 

0.000                                                              20.000 

Baltic  Peacekeeping  (FMF)* 

0.000                                                                5.000 

Greece  and  Turkey  (  FMF  loan  subsidy)*  * 

47.917                                                              89.888 

Turkey  (ESF) 

50.000                                                            100.000 

International  Military  Education  and  Training 

6075                                                              10.885 

Total 

103.992                                                            285.773 

•  Funded  in  PKO  account  in  FY  1995 

••  Loan  Amounts:  FY  1995:  Turkey,  $365  m 

Greece,  $255  m,  FY  1996:  Turkey,  450  m,  Greece,  $315  m 

Building  a  New  European  Security  Architecture 

-  FY  1996  Country  Detail 

Partnership  for  Peace 

CE  Defense 

Baltic 

Total 

State 

DOD 

Cooperation 

Battalion 

Training 

Foreign 

Country 

FMF(g) 

10  use 

Total 

FMF(g) 

FMF(g) 

1MET 

Ops 

Poland 

16,475 

8,525 

25,000 

2,000 

950 

19,425 

Czech  Republic 

8,900 

1,100 

10,000 

3,000 

700 

12,600 

Hungary 

3,200 

6,800 

10,000 

4,000 

950 

8,150 

Slovakia 

3,550 

950 

4,500 

2,000 

525 

6,075 

Romania 

9,275 

725 

10,000 

4,000 

700 

13,975 

Bulgaria 

4,275 

725 

5,000 

3,000 

700 

7,975 

Albania 

2,525 

725 

3,250 

2,000 

400 

4,925 

Estonia 

1,250 

500 

1,750 

1,666 

385 

331 

Latvia 

1,250 

500 

1,750 

1,667 

385 

3,302 

Lithuania 

1,250 

500 

1,750 

1,667 

385 

3,302 

Slovenia 

400 

600 

1,000 

300 

700 

FYROM 

750 

250 

1.000 

250 

1,000 

Croatia 

200 

200 

Bosnia 

200 

200 

CE  Total 

53,100 

21,900 

75,000 

20,000 

5,000 

7,030 

85,130 

NIS  Total 

6,900 

18,100 

25,000 

3825 

10,725 

TOTAL 

60,000 

40,000 

100,000 

20,000 

5,000 

10,855 

95,855 
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FY  1996  Security  Assistance  Budget  Request 

Nonproliferation 


Non proliferation  and  Disarmament  Fund 
of  which,  Bilateral  Assistance 

Export  Control  Assistance* 

Science  Centers  (FREEDOM  Support  Act)* 

IAEA  Voluntary  Contribution  (IO&P) 

Korea  Energy  Development  Organization  (IO&P) 

TOTAL 

•  Formerly  funded  by  DoD  under  Nunn-Lugar  authorities 


FY  1995  Estimate 

FY  1996  Request 

10.000 

25.000 

10.000 

10.000 

27.000 

15.000 

26.000 

18.000 

40.000 

43.000 

0.000 

22.000 

103.000 

108.000 

Chart  6 
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Building  Democracy 
FY  1996  Budget 


Central  Europe  32% 


New  Independent 
States  51% 


Countries  in 
Transition  14% 


National  Endowment 
for  Democracy,  Other  3% 


Total  =  $1,527  Billion 


Chart  7 
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FY  1996  Security  Assistance  Budget  Request 

Building  Democracy  -  Countries  in  Transition 


FY  1995  Estimate 

FY  1996  Request 

Administration  of  Justice/ICITAP 

0.000 

10.000 

Africa  Regional 

4.400 

14.350 

Angola 

0.000 

10.000 

Asia  Regional 

0.000 

8.810 

Cambodia 

19.500 

39.520 

Haiti 

79.900 

90.270 

LAC  Regional 

10.000 

27.550 

Mongolia 

0.000 

10.000 

El  Salvador 

16.000 

0.000 

Nicaragua 

6.000 

0.000 

Other 

43.300 

0.000 

Total 

179.100 

210.500 

Chart  8 
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Mr.  Callahan.  Thank  you. 
Mr.  Slocombe. 

Mr.  Slocombe's  Opening  Statement 

Mr.  SLOCOMBE.  Mr.  Chairman,  you  have  my  full  statement. 
Rather  than  repeat  any  significant  part  of  it,  I  just  want  to  touch 
on  a  few  highlights,  and  to  try  to  take  up  your  challenge  to  explain 
why  it  is  that  we  in  the  Department  of  Defense  believe  that  the  se- 
curity assistance  program  meets  our  national  goals  and  com- 
plements our  vastly  larger  direct  defense  expenditures. 

As  Dr.  Davis  says,  foreign  aid  has  never  been  popular  and  it  is 
less  popular  now  than  ever.  But  the  fact  is  that  it  is  a  very  impor- 
tant element  of  U.S.  national  security  policy. 

Nowhere  is  that  clearer  than  in  areas  where  it  is  quite  closely 
related  to  traditional  military  programs.  Despite  the  end  of  the 
Cold  War,  the  United  States  naturally  continues  to  have  very  im- 
portant international  interests:  economic,  strategic,  and  political. 

Foreign  assistance  programs  contribute  to  protecting  and  advanc- 
ing those  interests,  and  the  directly  security  related  parts  are  close- 
ly connected  with  our  overall  national  security  strategy.  They  sort 
of  start  at  the  most  basic  military  forces,  our  own  and  those  of  our 
allies  and  friends,  and  are  key  elements  of  international  relations. 

In  many  countries  in  the  world,  military  organizations  are  pow- 
erful forces  in  shaping  the  policies  of  those  countries.  The  security 
assistance  program,  broadly  defined,  complements  direct  military 
programs  such  as  maintaining  forward  presence,  exercises  and  the 
normal  contacts  between  U.S.  and  foreign  militaries,  both  through 
alliances  and  less  formal  arrangements,  including  those  conducted 
through  the  CINCS. 

This  hearing  and  Dr.  Davis's  and  my  statements  focus  naturally 
on  the  parts  of  the  foreign  aid  program  that  are  specifically  related 
to  security  issues,  and  my  prepared  statement  focuses  almost  en- 
tirely on  those  parts  of  the  program  for  which  the  Department  of 
Defense  has  administrative  responsibilities. 

In  today's  world,  nonmilitary  instruments  are  more  important 
than  ever.  We  support  the  overall  request,  including  more  general 
economic  assistance  programs,  as  part  of  our  overall  foreign  rela- 
tions program. 

Specifically,  there  are  several  key  parts  of  the  request  that  cover 
programs  of  quite  direct  interest  to  DOD  and  to  our  military  ef- 
forts. Some  of  the  economic  support  funding  that  is  important  to 
securing  access  and  cooperation  in  military  fields. 

Funding  for  peacekeeping  operations  in  support  of  international 
organizations,  assist  importantly  in  getting  multilateral  participa- 
tion in  military  activities  that  the  United  States  might  otherwise 
have  to  undertake  alone. 

Funds  for  nonproliferation  finance  activities  and  support  one  of 
our  highest  defense  priorities,  that  is,  combating  the  spread  of 
weapons  of  mass  destruction.  Indeed,  part  of  that  account  this  year 
covers  certain  activities  which  were  formerly  funded  directly  by  the 
Department  of  Defense  under  the  Nunn-Lugar  program.  The 
counternarcotics  program,  the  funding  here  assists  with  major 
DOD  operations. 
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With  respect  to  security  assistance,  more  narrowly  defined  as 
those  programs  appropriated  to  the  150  account  but  over  which  De- 
partment of  Defense  has  the  administrative  role,  the  money  re- 
quested falls  overwhelmingly  into  a  few  broad  categories,  each  with 
a  specific  relationship  to  U.S.  national  security  and  defense  inter- 
ests. 

In  financial  terms,  the  great  bulk  of  the  money  requested  is  for 
support  of  the  Mideast  peace  process,  for  maintaining  Israel's  qual- 
itative edge  and  assisting  Arab  countries  prepared  to  take  risks  for 
peace. 

The  total  of  FMF  financing  is  $1.8  billion  for  Israel,  $1.3  billion 
for  Egypt,  and  $30  million  for  Jordan.  That  is  what  is  proposed.  In 
the  case  of  Israel,  each  of  them  maintain  past  levels.  In  addition, 
each  of  the  countries  receive  ESF  support. 

As  Dr.  Davis  has  explained,  in  terms  of  our  interest  in  stability 
in  the  world,  used  to  be  a  commonplace  that  the  Middle  East  was 
perhaps  the  most  dangerous.  That  is  in  many  ways  still  true  if  you 
go  a  little  farther  east  toward  Iran  and  Iraq.  But  we  have  made 
in  the  last  years — beginning  of  course  with  the  Camp  David  agree- 
ment but  carrying  on  with  the  most  recent  agreements — we  have 
made  remarkable  progress  in  achieving  a  framework  of  peace  in 
that  region,  and  it  is  important  to  our  security  interests  in  the 
most  concrete  sense  that  we  support  that  process. 

The  second  broad  area  of  assistance  is  working  to  meet  the  chal- 
lenge that  faces  the  United  States  and  the  NATO  alliance  in  build- 
ing a  new  security  structure  in  Europe.  This  means  not  only  work- 
ing through  the  process  of  NATO  expansion,  which  we  are  doing, 
but  through  the  Partnership  for  Peace  and  through  bilateral  ef- 
forts, building  security  relationships  between  NATO  collectively 
and  the  United  States  individually  and  the  newly  independent 
countries  of  Central  Europe  and  the  former  Soviet  Union. 

In  that  connection,  this  committee  has  before  it  a  request  for  $85 
million  in  total  in  the  categories  that  Dr.  Davis  explained,  to  sup- 
port the  modernization  of  the  Central  European  and  former  Soviet 
Union  militaries  and  their  integration  into  PFP,  and  in  many  cases 
ultimately  their  integration  into  the  NATO  system,  and  supporting 
the  form  of  those  countries'  militaries,  as  they  transfer  from  sub- 
servience to  Soviet  military  power  to  being  democratic  independent 
states  and  in  many  cases  working  cooperatively  with  our  tradi- 
tional allies  and  with  us. 

I  should  also  note  that  $40  million  is  included  in  the  Defense  De- 
partment budget  as  a  part  of  this  total  of  100  for  the  Warsaw  ini- 
tiative. 

I  don't  think  I  need  to  repeat  for  this  subcommittee  the  impor- 
tance to  our  security  of  meeting  this  great  opportunity  as  well  as 
great  challenge  of  finding  a  way  of  building  a  security  system  in 
Europe  which  will  embrace  the  entire  continent  but  which  will  in- 
clude at  its  core  a  gradual  expansion  of  the  alliance,  of  the  NATO 
alliance,  firmly  anchoring  the  new  democracies  of  Central  Europe 
in  a  security  relationship  with  the  United  States  and  with  NATO. 
And  this  funding  will  make  an  important  contribution  to  that. 

The  third  broad  category  is  support  for  key  allies.  The  largest 
monetarily  of  these  is  funds  totaling  approximately  $90  million 
that  are  requested  to  support  market  rate  loans  to  Greece  and  Tur- 
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key.  This  is  obviously  a  controversial  program.  These  two  countries 
are  critical  to  stability  in  southern  Europe,  and  in  the  case  of  Tur- 
key, critical  to  a  variety  of  other  U.S.  interests,  particularly  main- 
tenance of  pressure  on  Iraq,  but  also  having  to  do  with  the  future 
of  what  we  used  to  call  Soviet  Central  Asia  and  the  stability  in  the 
Baltics. 

As  in  other  parts  of  the  world,  we  cannot  in  our  own  interests 
let  our  very  real,  strongly  expressed  concerns  at  Turkey's  human 
rights  violation  in  connection  with  its  conflict  with  Kurdish  extrem- 
ists blind  ourselves  to  our  continuing  and  strong  interests  in  the 
sound  relationship  with  Turkey,  and  that  is  the  reason  that  we  are 
continuing  to  request  funding  to  complete  the  acquisition  of  certain 
weapons  systems  for  both  Greece  and  Turkey. 

Similarly,  there  are  generally  much  smaller  amounts  that  are  re- 
quested for  other  key  countries,  Cambodia,  which  has  been  able  to 
get  started  on  the  transition  with  terrible  internal  chaos  and  needs 
assistance  in  building  an  indigenous  security  force,  the  Caribbean 
countries,  Haiti,  which  have  similar  problems. 

Finally,  there  is  a  program  of  modest  size  but  great  worldwide 
impact,  called  IMET.  As  Dr.  Davis  has  explained,  the  administra- 
tion is  asking  that  this  program  be  restored  to  its  level  before  1994, 
I  guess  its  fiscal  year  level,  when  it  got  quite  frankly  caught  in  an 
incredibly  arcane  internal  dispute  over  jurisdiction  and  function. 

This  training  program  trains  something  like  3500  foreign  mili- 
tary and  civilian  officials  from  a  very  large  number  of  countries.  It 
instills  in  this  range  of  civilian  and  military  leaders  American  doc- 
trine, concepts  and  procedures.  It  builds  U.S.  military  relations  and 
U.S.  official  relations  to  people  both  military  and  civilian  who  will 
be  critical  to  the  future  of  their  countries  and  their  militaries. 

Our  commanders  in  chief  in  the  field  consistently  identify  IMET 
as  one  of  their  most  important  instruments  in  meeting  their  politi- 
cal military  responsibilities  in  their  theaters.  This  is  one  of  our 
most  cost-effective  national  security  programs,  and  we  submit  it  is 
important  for  Congress  to  restore  the  funding  to  levels  roughly 
equivalent  to  what  it  is  before  the  recent  heavy  cuts. 

Our  perspectives  on  these  programs  and  on  the  other  parts  of  the 
FMF  request  are  set  forth  in  my  full  statement  and  have  also  been 
addressed  in  some  detail  by  Dr.  Davis. 

I  am  ready  to  answer  your  questions  on  these  or  any  other  is- 
sues. Rather  than  read  the  whole  statement,  I  will  let  it  go  at  that. 

[The  information  follows:] 
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STATEMENT  OF  WALTER  B.  SLOCOMBE 

Under  Secretary  of  Defense  for  Policy 

before  the 

House  Appropriations  Committee 

Subcommittee  on  Foreign  Operations,  Export  Financing, 

and  Related  Programs 

April  4,  1995 


Good  Morning,  Mr.  Chairman  and  members  of  the  Committee.  I 
appreciate  the  opportunity  to  appear  before  you  this  morning  to  present  the 
Department  of  Defense  views  on  the  FY96  International  Affairs  budget 
request  for  military  assistance  programs. 

Our  FY  1996  military  assistance  request  supports  initiatives  which 
will  allow  US  defense  personnel  to  interact  with  foreign  defense  personnel 
on  a  systematic  and  cooperative  basis  to  achieve  national  security 
objectives.  It  directly  supports  the  National  Security  Strategy  and  the 
National  Military  Strategy  of  the  United  States  by  supporting  peacetime 
engagement,  deterrence  and  conflict  prevention,  and  ultimately  our  ability 
to  fight  and  win.   Military  assistance  programs  promote  US  forward 
presence—our  ability  to  both  influence  and  provide  security  assurances  to 
our  friends  and  allies  around  the  world. 

Our  security  assistance  budget  request  represents  the  minimum 
amount  of  military  assistance  we  believe  is  needed  to  maintain  and  expand 
US  military  presence  and  influence  around  the  globe. 

At  the  center  of  this  effort  is  the  International  Military  Education 
and  Training  (IMET)  program,  for  which  we  request  just  under  $40 
million.  We  believe,  and  this  is  continuously  and  strongly  reinforced  by 
the  regional  CINCs,  that  this  program  is  the  most  cost-effective  component 
of  military  assistance  and  essential  to  the  success  of  our  regional  strategies. 
It  builds  critical  personal  links  to  US  military  and  society  —  as  well  as 
orienting  foreign  military  leaders  to  US  ways  of  thinking  and  approaching 
problems. 

Our  total  FY96  Foreign  Military  Financing  (FMF)  grant  request  is 
$3.35  billion.  The  overwhelming  bulk  of  this  ($3.1  billion)  is  to  support 
the  traditional  Camp  David  amount  for  Israel  and  Egypt.   So,  Mr. 
Chairman,  if  we  subtract  the  $3.1  billion  set  aside  for  Israel  and  Egypt,  we 
are  left  with  only  $250.91  million  to  fund  our  worldwide  foreign  military 
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financing  requirements.  That  includes  a  modest  request  for  Jordan.   Our 
$85  million  request  for  Central  Europe  and  the  NIS  will  fund  the  Baltic 
Peacekeeping  Battalion,  Central  Europe  (CE)  defense  infrastructure 
program  and  the  Partnership  for  Peace  Warsaw  Initiative.   The  request 
also  includes  $89.89  million  in  loan  subsidies  to  support  market  rate  loans 
to  Turkey  and  Greece. 

Our  request  for  Latin  America  and  the  Caribbean  will  allocate  $7 
million  to  provide  assistance  important  to  the  ongoing  effort  to  reorient 
Haitian  security  forces  and  thereby  complete  the  US  and  UN  mission  in  that 
country.   Our  $3  million  FMF  request  will  also  allow  us  to  provide  much- 
needed  support  to  Caribbean  security  forces  that  have  been  so  important  to 
the  multinational  operation  in  Haiti  and  to  stability  in  this  neighboring 
region.   We  are  also  proposing  funding  for  Cambodia  as  it  seeks  to 
restructure,  as  well  as  $10  million  for  demining  programs  which  will 
complement  the  $10  million  DOD  request  to  continue  critical  demining 
efforts  around  the  world. 

We  have  also  requested  $24  million  to  fund  Defense  Administrative 
Costs.  These  funds  pay  the  operating  costs  for  all  non-Foreign  Military 
Sales  (FMS)  security  assistance  activities,  such  as  IMET,  grant  EDA 
transfers,  and  our  overseas  security  assistance  organizations'  (SAO) 
continuing  responsibility  to  monitor  the  end-use  and  disposition  of  end- 
items  transferred  to  allies  and  friends  over  the  years.  SAOs  are  a  key 
component  of  our  military  forward  presence  overseas.   They  represent  the 
US  commitment  to  security  cooperation  and  the  key  to  the  development  and 
effective  management  of  security  assistance  programs. 

The  launching  of  the  Partnership  for  Peace  initiative  and  other 
Central  European  programs  produced  major  new  programs  which  will 
dramatically  increase  security  assistance  oversight  requirements  in  the 
region.   The  expansion  of  programs  in  the  region,  primarily  IMET,  non- 
iethal  EDA  transfers,  and  our  commitment  to  the  Baltic  Peacekeeping 
Battalion  requires  dedicated  security  assistance  personnel  to  plan  and 
manage  them  effectively.  The  modest  increase  reflected  in  that  request  is 
highly  important  to  our  ability  to  establish  an  SAO  presence  throughout 
Central  Europe  over  the  next  several  years. 


IMET 

The  International  Military  Education  and  Training  (IMET)  program, 
for  which  $39,781  million  is  requested,  is  one  of  the  most  cost-effective 


449 


components  of  US  foreign  policy.   This  program  provides  grant  military 
education  and  training  to  over  3,500  foreign  military  and  civilian 
personnel  from  over  100  friendly  and  allied  nations  each  year.   It  allows 
foreign  military  students  an  opportunity  to  enhance  their  military 
professionalism  along  western  iines,  strengthen  their  own  training 
capabilities,  and  provide  for  US  access  and  influence  through  a  sector  of 
society  which  often  plays  a  critical  role  in  the  transition  to  and  maintenance 
of  democracy. 

The  Expanded  IMET  program  is  made  up  of  IMET  courses 
specifically  structured  to  impart  to  foreign  students  --  civilian  officials  as 
well  as  military  personnel  -  defense  management  concepts  and  American 
values.  These  values  include  respect  for  democracy,  human  rights, 
military  justice,  and  the  concept  of  civilian  control  of  the  military.  The 
Expanded  IMET  program  also  provides  training  for  foreign  officials  from 
ministries  other  than  Defense,  members  of  national  legislatures  responsible 
for  oversight  and  management  of  the  military,  and  nongovernmental 
organization  personnel.  We  expect  to  meet  and  exceed  this  year  the 
Congressional  target  of  $5  million  for  Expanded  IMET  activities. 

The  CINCs  tell  me  these  programs  are  essential  to  their  regional 
strategies.  Since  FY91  we  have  started  28  new  IMET  programs  in  new  and 
emerging  democracies  in  CE,  the  NIS,  and  Africa.  One  third  of  the 
increase  we  are  requesting  in  the  FY96  program  is  for  these  countries  --  to 
enable  us  to  follow-through  on  our  investment  in  their  democratic 
development.  Another  investment  to  which  we  continue  to  lend  robust 
support  is  the  Middle  East  Peace  Process,  where  IMET  programs  increase 
our  influence  and  impact  on  these  countries  important  to  peace  and  broader 
regional  stability.   Finally,  we  are  seeking  to  restore  some  of  the  programs 
in  Latin  America,  Africa,  and  Asia  devastated  by  funding  reductions  since 
FY94. 

It  is  important  to  understand  that  although  we  are  requesting  a 
funding  level  close  to  pre-FY94  levels,  we  are  not  returning  to  the  past 
program.    Our  current  program  is  structured  to  meet  contemporary 
security  challenges  and  opportunities. 

•    First,  we  have  tightly  focused  the  program  on  professional  military 
education  and  Expanded  IMET  by  eliminating  high-cost  aspects  of  the 
earlier  program,  such  as  pilot  training.  We  have  substantially  reduced 
technical  training  under  the  program  and  focused  it  on  "training  the 
trainers"  ~  so  that  countries  can  assume  more  direct  responsibility  for 
their  equipment-oriented  training. 
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•  Second,  much  of  the  increase  will  be  used  to  build  upon  our  investments 
in  English  language  training  and  other  baseline  activities  in  the  28  new 
programs  in  CE,  the  NIS,  and  Africa.   With  this  request,  our  investment 
in  new  democracies  in  CE,  the  NIS,  and  Africa  will  have  increased  over 
160  percent  since  FY93. 

•  Although  the  majority  of  the  increase  we  are  seeking  for  FY96  is  for 
our  more  established  programs,  funding  for  those  programs  will  still  be 
more  than  20  percent  below  their  FY93  level. 

•  Finally,  the  proposed  amount  will  buy  less  training  than  would  have 
been  possible  in  FY93:  tuition  costs  for  foreign  students  have  increased 
significantly  due  not  only  to  inflation,  but  also  to  a  smaller  pool  of  US 
military  students  over  which  to  spread  overhead  costs. 

MIDDLE  EAST 

Supporting  the  Middle  East-peace  process  remains  one  of  our  highest 
priority  national  security  and  foreign  policy  goals.  Military  assistance  is 
the  foundation  of  the  CENTCOM  and  EUCOM  relationship  with  allies  in 
the  region.  It  establishes  key  contacts  and  provides  a  mechanism  through 
which  to  work  toward  goals  of  interoperability  and  self  defense. 

Military  assistance  efforts  in  the  region  comprise  three  major 
elements:  Foreign  Military  Sales  of  equipment,  services,  and  training 
including  mobile  training  and  technical  assistance  teams;  Foreign  Military 
Financing  to  enable  such  purchases  for  a  few  key  countries;  and  IMET. 
These  activities  support  the  building  of  important  regional  defense 
arrangements  (including  US  access  to  bases  in  the  region)  and  influence 
over  the  flow  and  use  of  arms  in  the  region.  They  also  provide  a  means  of 
improving  defense  capabilities  of  regional  friends,  promoting 
interoperability  and  coalition  defense,  and  strengthening  military-to- 
military  relationships. 

Our  Foreign  Military  Financing  request  supports  our  commitment  to 
the  Camp  David  countries.  We  are  again  requesting  $1.8  billion  for  Israel 
and  $1.3  billion  for  Egypt.  The  US  remains  committed  to  maintaining 
Israel's  qualitative  edge  against  any  combination  of  aggressors.  The  FMF 
request  will  allow  Israel  to  continue  the  cashflow  financing  of  major 
purchases  and  follow-on  support  for  multi-year  procurement  programs 
such  as  new  fighter  purchases,  S  AAR  corvettes  and  upgrades  of  Apache 
and  Blackhawk  helicopters. 
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Egypt's  FMF  will  be  used  to  continue  the  modernization  of  its  armed 
forces.   Like  Israel,  Egypt's  cashflow  financing  option  is  critical  to  its 
defense  planning.   Funding  will  be  used  to  continue  four  major  programs 
--  armor  modernization,  F-i6  and  Apache  purchases,  and  supporting  leased 
frigates.    Egypt  will  also  continue  to  upgrade  secondary  systems  and 
increase  its  concentration  on  interoperability  and  sustainment.  We  have 
made  important  progress  in  raising  the  priority  of  sustainment  of  fielded 
systems  in  Egypt's  defense  planning. 

We  are  also  requesting  $30  million  of  FMF  for  Jordan.   This 
funding  is  critical  and  will  be  used  to  restore  equipment  debilitated  by 
maintenance,  spare  parts,  and  other  sustainment  deficiencies  ~  a  direct 
result  of  substantially  reduced  foreign  assistance.  It  will  also  be  used  to 
enhance  border  security  and  internal  stability  as  well  as  to  facilitate 
Jordanian  participation  in  UN  peacekeeping  missions.  Jordan  has  taken  a 
bold  move  in  concluding  a  peace  agreement  with  Israel  in  the  absence  of  a 
regional  agreement,  and  is  committed  to  restructuring  its  forces  to  produce 
a  smaller  and  more  capable  military  better  able  to  ensure  security  along  its 
borders. 

CENTRAL  EUROPE 

Our  assistance  program  includes  elements  to  respond  to  the  dramatic 
changes  in  Europe  of  the  past  several  years.  These  elements  specifically 
support  our  broad  transatlantic  objectives  of  replacing  historic  division  of 
the  continent  with  a  new,  inclusive  regional  security  architecture.  Our 
vision  for  an  integrated  regional  security  structure  includes  several 
complementary  "tracks":  fully  implementing  NATO's  Partnership  for 
Peace;  proceeding  with  our  allies'  shared  commitment  to  NATO 
enlargement;  building  a  NATO-Russia  relationship  on  a  parallel  track; 
strengthening  the  OSCE's  unique  role  as  an  inclusive  security  organization; 
and  supporting  expansion  of  the  European  Union. 

Until  now,  our  security  assistance  efforts  in  the  region  have  been 
largely  limited  to  IMET.  For  example  in  FY94  we  sent  579  international 
students  to  the  US  from  CE  and  the  NIS  and  paid  for  seven  English 
language  laboratories  in  this  region.   But  now,  in  order  to  further  this  new 
security  architecture  we  envision  in  the  region,  the  FY96  budget  reflects  an 
expansion  of  our  security  assistance  efforts  with  two  major  complementary 
regional  initiatives  ~  the  Warsaw  Initiative  and  the  CE  defense 
infrastructure  program.   They  reflect  recognition  that  our  goals  for  PFP 
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and  NATO  enlargement  cannot  succeed  without  some  modest  financial 
commitment. 

NATO's  historic  Partnership  for  Peace  program  represents  a  major 
step  in  bolstering  the  security  of  not  only  the  Partner  states  but  also  of  the 
entire  transatlantic  community.   PFP  will  create  new  opportunities  for  a 
wide  range  of  cooperative  multilateral  security  activities,  including  joint 
military  exercises.   PFP  seeks  to  create  a  stabilizing  web  of  security 
relationships  among  the  states  of  the  region. 

In  July  1994,  President  Clinton  made  a  commitment  to  request  $100 
million  in  FY96  funds  to  help  new  democratic  European  states  advance 
PFP  goals.  This  Warsaw  Initiative  program  is  designed  to  build  the 
foundations  of  partner  participation  in  PFP,  improve  defense  force 
interoperability,  and  prepare  countries  emerging  from  communist 
governments  for  eventual  NATO  membership.  This  program  is  designed 
to  relieve  some  of  the  logistical  and  resource  deficiencies,  equipment 
obsolescence,  and  operational  shortcomings  which  have  hampered 
partnership  participation. 

We  need  FY96  appropriations  for  both  the  Department  of  State  and 
Department  of  Defense  to  fund  the  Warsaw  Initiative  fully,  using  existing 
authorities.  The  State  Department  requests  $60  million  to  implement  the 
bilateral  military  assistance  programs  that  support  equipment  transfers  and 
training.  Bilateral  assistance  will  be  used  to  support  transfers  of  equipment 
such  as  search  and  rescue  equipment,  tactical  radios,  and  other  command 
and  control  equipment.  The  Department  of  Defense  requests  the  balance  of 
$40  million  to  be  allocated  among  programs  to  support  individual  partner 
participation  in  joint  exercises  and  other  PFP  activities  as  well  as  programs 
for  advancing  NATO-PFP  interoperability. 

We  note  that  H.R.  7,  as  passed  by  the  House,  proposes  an  assistance 
program,  focusing  on  prospective  NATO  membership.  The  President's 
Warsaw  Initiative  program  for  all  Partners  serves  this  end  and  deserves 
your  support. 

While  the  Warsaw  Initiative  encompasses  all  PFP  partners  including 
the  N1S  states,  the  CE  defense  infrastructure  program  is  focused  on 
selected  countries  in  Central  Europe.  We  are  requesting  $20  million  in 
foreign  military  financing  to  support  this  program.  Designed  to  aid  the 
reorientation  of  the  former  Warsaw  Pact  militaries  to  peaceful,  non- 
offensive  roles,  it  will  promote  peace  and  regional  stability  by  helping 
these  newly  democratic  states  to  acquire  new  and  used  US-origin 
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equipment;  enhance  the  compatibility  of  CE  defense  infrastructure  with 
NATO;  and  encourage  the  CE  states  to  assume  greater  security 
responsibilities  in  the  post  Cold  War  world. 

The  CE  Defense  Infrastructure  program  is  distinct  from  our 
proposed  assistance  to  PFP  partners  under  the  Warsaw  Initiative.  The 
Warsaw  Initiative  has  the  immediate  goal  of  facilitating  PFP  participation; 
while  the  CE  Infrastructure  program  will  address  deeper  infrastructure 
deficiencies,  such  as  lack  of  airlift  capability  and  incompatible  radar  and 
IFF  systems.  Addressing  these  deficiencies  may  or  may  not  facilitate  PFP 
participation,  but  will  promote  the  broader  goal  of  improved  NATO 
compatibility. 

Our  request  also  supports  the  continued  military  modernization 
efforts  of  key  NATO  allies,  Turkey  and  Greece,  with  FMF  loans.  Our 
FY96  request  for  Turkey  will  enable  the  United  States  to  fulfill  its 
commitment  to  that  country's  Peace  Onyx  F-16  programs,  and  to  assist 
Turkey  in  meeting  its  continuing  sustainment  requirements  for  fielded  US- 
origin  systems. 

AFRICA 

Turning  toward  Africa,  our  resources  and  interests  are  more 
limited;  however,  the  new  era  provides  a  unique  opportunity  to  support  US 
policy  objectives.  Apart  from  the  obvious  benefits  of  military  access 
through  overflight  and  landing  rights,  encouraging  regional  stability  and 
peaceful  conflict  resolution  supports  US  interests.  Our  regional  strategy 
assists  African  nations  in  their  efforts  to  democratize  and  alleviate  human 
suffering. 

In  African  countries,  IMET  is  the  most  well  known  and  sought  after 
US  program.  We  are  requesting  $6.6  million  of  IMET  funding  for 
African  militaries.  These  funds  will  allow  us  to  continue  our  current  range 
of  professional  military  education  and  Expanded  IMET,  including  regional 
Defense  Resources  Management  Institute  programs.  US  military  contacts 
with,  and  assistance  to,  African  militaries  promote  a  positive  view  of  the 
role  of  armed  forces  in  democratic  states  as  well  as  respect  for  human 
rights  and  conflict  resolution.  These  activities,  if  continued,  should  help 
reduce  the  likelihood  that  US  military  intervention  will  be  needed.  And, 
should  contingency  operations  to  protect  US  interests  become  necessary, 
the  exposure  of  US  forces  to  Africa  will  increase  their  effectiveness. 
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Finally,  the  assistance  we  are  requesting  under  Voluntary 
Peacekeeping,  as  well  as  some  IMET,  will  help  to  support  African 
participation  in  international  peacekeeping  operations,  either  bilaterally  or 
under  the  auspices  of  regional  organizations  such  as  the  Organization  of 
African  Unity  (OAU).   African  militaries  operating  under  the  UN  and 
OAU  auspices  have  contributed  forces  to  international  peacekeeping 
operations  in  Cyprus,  the  Middle  East,  Cambodia,  the  Persian  Gulf, 
Somalia,  Mozambique,  and  Rwanda  either  in  support  of,  or  in  lieu  of,  US 
and  Western  forces.   In  the  contemporary  climate  of  ethnic  instability, 
enabling  African  peacekeepers  to  come  to  the  aid  of  Western  forces  is  a 
practice  which  should  be  encouraged. 

LATIN  AMERICA  AND  THE  CARIBBEAN 

Closer  to  home,  we  are  requesting  IMET  and  FMF  to  assist  the 
defense  establishments  of  Latin  America  and  the  Caribbean.  The  economic 
and  political  maturation  of  the  region's  countries,  with  the  exception  of 
Cuba,  has  required  a  change  in  the  structure  and  focus  of  our  security 
relationship  with  the  nations  of  the  Western  Hemisphere.  From  this 
hemispheric  community  came  our  political  and  diplomatic  allies  from  the 
earliest  days  of  our  efforts  to  restore  the  duly  elected  President  of  Haiti. 
Their  military  support,  though  limited,  has  been  encouraging. 

We  are  requesting  $7  million  for  Haiti  to  support  the  restructuring, 
professionalization,  and  accountability  of  that  nation's  security  forces. 
Success  in  establishing  such  a  force  is  a  key  to  completing  the  US  and  UN 
operation  in  Haiti  and  putting  Haiti  onto  a  sustainable  course  of  democratic 
governance.  The  extent  to  which  the  Haitian  security  force  structure  will 
include  a  military  component  is  currently  under  close  review  by  the  Haitian 
government. 

We  are  requesting  $3  million  of  Foreign  Military  Financing  to 
support  the  nations  of  the  CARICOM  Battalion  and  the  Regional  Security 
System  (RSS).  The  CARICOM  Battalion  was  one  of  the  building  blocks  of 
the  multinational  force  (MNF)  in  Haiti,  and  has  agreed  to  continue  when 
UNMIH  takes  over  from  the  MNF.  The  CARICOM  Battalion  has  been  one 
of  the  principal  components  in  the  success  of  the  US  led  coalition  effort  in 
Haiti  and  elsewhere  in  the  Caribbean.    FMF  and  IMET  assistance  to  this 
region  over  the  years  has  allowed  countries  to  build  and  maintain  small, 
professional  military  forces.    USACOM  was  able  to  use  to  best  advantage 
the  good  will  developed  through  our  regional  alliances  to  obtain  the  seaport 
and  airfield  basing  rights  necessary  to  facilitate  deployment  and  migrant 
interdiction. 
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US  military  assistance  programs  are  considered  effective  tools  in 
SOUTHCOM's  efforts  to  provide  a  reassuring  presence  in  Central  and 
South  America.   IMET  contributes  significantly  to  increased  military 
professionalism  and  observance  of  human  rights.  SOUTHCOM  has  also 
observed  improved  cooperation  between  civilian  and  military  institutions 
and  increased  participation  of  the  military  with  nongovernmental 
organizations.   FMF  programs  with  Bolivia,  Colombia,  and  Caribbean 
countries  have  contributed  significantly  to  countemarcotics  campaigns. 
For  FY96,  countemarcotics-related  military  assistance  is  being  requested  in 
the  International  Narcotics  Control  Budget,  in  order  to  enhance 
coordination  of  all  countemarcotics  programs.   By  educating  Latin 
American  forces  in  efficient  resource  management  and  technical 
maintenance  and  logistics,  the  US  helps  them  maintain  operational  readiness 
and  capabilities. 


ASIA  AND  THE  PACIFIC 

The  US  Pacific  Command's  "Strategy  of  Cooperative  Engagement" 
goes  beyond  employing  US  forces  to  meet  crises  as  they  arise.  It  attempts 
to  bring  to  the  region  views  that  reflect  our  values  and  perspectives  on 
economic  growth,  political  progress,  and  military  cooperation.  The  basis 
of  this  strategy  is  forward  presence  through  the  encouragement  of  bilateral 
and  multilateral  interaction  that  supports  peace  and  democracy  among  the 
45  nations  in  the  PACOM  area  of  responsibility.  Because  of  our 
withdrawal  from  the  Philippines,  it  is  unlikely  that  new  bases  for  future 
operations  will  be  established.  Therefore,  continued  access  through 
bilateral  and  multilateral  cooperation  is  key  to  achieving  our  strategic  goals 
in  the  region. 

Key  to  the  establishment  and  maintenance  of  forward  presence  in  the 
PACOM  area  of  responsibility  is  the  IMET  program.  In  the  case  of  the 
Philippines,  IMET  is  one  of  the  few  means  of  building  relationships  with 
the  younger  generation  of  Philippine  military  officers.  In  the  case  of  the 
newly  independent  countries  of  Oceania,  IMET  is  a  core  element  of  our 
defense  cooperation  with  these  nations,  and  most  significantly  our  access  to 
naval  facilities  there.  In  a  period  during  which  we  seek  to  broaden  our 
efforts  to  build  relationships  with  the  armed  forces  of  the  region,  increase 
joint  exercises,  and  enhance  access  to  service  facilities  for  our  forward- 
deployed  forces,  IMET  programs  are  invaluable. 
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Indonesia  is  the  largest  Muslim  country  in  the  world,  the  current 
formal  leader  of  the  Non-  Aligned  Movement,  and  it  possesses  important 
natural  resources  and  lies  astride  major  international  sea  lanes.  Our 
military  forces  enjoy  solid  professional  relations,  but  the  cancellation  of 
I  MET  for  Indonesia  has  been  an  impediment  to  that  relationship.   We 
believe  that  continuing  the  suspension  does  not  best  serve  our  interest  in 
promoting  respect  for  human  rights.   It  is  through  engagement  of 
Indonesia  defense  and  other  governmental  officials  in  training  and 
education  programs,  particularly  Expanded  IMET,  that  we  can  influence 
values  and  practices.  We  urge  that  Congress  allow  us  to  move  our 
relationship  with  Indonesia  forward  by  reinstating  the  IMET  program  in 
FY96. 

In  Cambodia  we  have  requested  $3  million  of  Foreign  Military 
Financing  to  purchase  engineering,  medical  and  land,  sea,  and  air 
transportation  assets  for  reform,  restructuring  and  development  of  the 
basic  military  infrastructure.   In  addition,  IMET  funding  will  expose 
current  and  future  Cambodian  leaders  to  military  professional 
development,  and  continue  trainirtg  of  civilian  and  military  officials  in 
courses  promoting  civilian  control  of  the  military,  military  justice  and 
respect  for  human  rights.   For  example,  in  the  past  month,  we  concluded 
two  significant  Expanded  IMET  seminars  in  Cambodia.  These  seminars  in 
Military  JusticeTluman  Rights  and  Civil/Military  Relations  brought 
together  officials  from  the  Ministry  of  Defense  and  General  Staff,  the 
Ministries  of  Justice,  Interior,  Foreign  Affairs,  and  the  Council  of 
Ministers.   We  must  provide  increased  funding  to  support  their  request  for 
follow-on  seminars. 

CONCLUSION 

It  is  in  the  national  security  interest  of  the  United  States  to  train  and 
equip  friendly  foreign  defense  forces  and  to  otherwise  develop  their 
defense  potential.  Such  military  assistance  programs  help  achieve  US 
objectives  on  many  levels.  They  enhance  US  influence,  assure  US  friends 
and  allies  of  the  strength  of  US  commitments,  and  help  build  a  base  of 
support  for  access  to  facilities  and  cooperative  operations.  US  security 
depends  on  durable  relationships  with  allies  and  other  friendly  nations.  As 
the  US  armed  forces  continue  to  downsize  and  the  requirement  increases 
for  potential  coalition  operations  in  regions  of  conflict  and  tension, 
military  assistance  programs  remain  critical.   Military  assistance  programs 
encourage  the  development  of  viable  cooperative  defense  arrangements, 
making  US  direct  intervention  less  likely.  And  should  conflict  develop, 
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stronger  coalition  partners  can  increase  the  probability  of  military  success 
with  a  reduced  commitment  of  US  forces. 

Our  military  assistance  programs  can  also  help  shape  foreign  defense 
establishments'  views  and  practices  on  such  important  issues  as  democracy, 
civilian  control  of  the  military,  and  respect  for  human  rights.   Our 
programs  cannot  work  miracles  in  these  areas  or  convince  those  who  do 
not  want  to  listen.  They  can,  however,  provide  highly  useful  perspectives, 
skills  and  knowledge  to  foreign  leaders  who  want  to  reform  or  otherwise 
improve  their  defense  establishments,  as  in  the  new  democracies  of  Central 
Europe,  the  NIS,  Africa,  Latin  America,  and  the  Caribbean. 

They  also  impart  powerful  ideas  and  offer  role  models  to  younger 
officials  who  can  work  for  change  from  below  and  who,  as  later  emerging 
leaders,  initiate  change  from  the  top.  Through  such  engagement  our 
military  assistance  programs  can  not  only  help  shape  forces  that  can  fight 
effectively  alongside  US  forces  in  defense  of  vital  interests,  but  also  that 
will  subscribe  to  and  help  achieve  our  international  democratic  agenda. 
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Debt  Forgiveness  to  Jordan 

Mr.  Callahan.  Thank  you.  We  will  enter  your  entire  statement 
in  the  record. 

Thanks  to  both  of  you  for  the  breadth  of  your  testimony  this 
morning. 

For  those  of  you  who  are  unaware,  this  new  five-minute  glass  we 
discovered,  actually  it  was  created  by  some  of  the  staff  people  here, 
is  sort  of  an  unoffensive  way  to  not  have  to  bang  a  gavel,  but  it 
is  offensive  in  a  sense  because  you  keep  looking  at  the  sand  and 
no  one  knows  how  much  longer  it  takes  this  much  sand  to  get 
down.  So  we  are  not  going  to  pay  too  much  attention  to  it  today. 
It  is  there.  If  you  get  to  talking  too  long,  I  will  turn  it  over. 

Let  me  just  make  some  comments  regarding  the  debt  forgiveness 
to  Jordan.  A  lot  of  rhetoric,  a  lot  of  misinformation  is  being  cir- 
culated that  this  Congress  or  this  committee  or  this  Chairman  or 
this  leadership  in  the  House  is  somehow  reneging  on  a  commit- 
ment to  King  Hussein. 

First  of  all,  let  me  tell  you  my  understanding  of  the  commitment. 
Let  me  also  tell  you  King  Hussein's  understanding  of  the  commit- 
ment. 

When  King  Hussein  came  last  year  and  spoke  to  the  Congress, 
signed  an  agreement  with  Israel  and  created  the  peace  agreement 
that  we  know  today,  the  President  gave  him  a  commitment  that  he 
would  try  to  get  the  Congress  to  forgive  Jordan's  debt,  that  it 
would  be  a  three-step  forgiveness.  That  was  accepted  by  King  Hus- 
sein. And  we  fully  intended  to  fulfill  the  President's  commitment. 

We  did  not  intend  to  renege,  never  have  said  that,  don't  know 
where  the  administration  is  getting  this,  but  nevertheless  we  met 
with  King  Hussein,  we  explained  it  to  him,  that  there  was  never 
any  indication  that  came  from  this  committee  to  my  knowledge 
that  we  were  going  to  renege  on  that  three-stage  commitment. 

Suddenly,  without  King  Hussein's  request,  without  King  Hus- 
sein's knowledge,  the  administration  decided  there  was  some  ur- 
gency here,  that  we  yet  don't  understand,  and  that  we  ought  to  in- 
clude this  in  the  second  rescission  bill.  And  Secretary  Christopher 
called  and  said  that  they  were  having  a  few  problems  in  the  peace 
process  in  the  Middle  East  and  that  he  would  like  the  $275  million 
balance  put  in  the  second  rescission  bill. 

I  told  him  we  couldn't  do  that,  that  we  were  only  rescinding  $190 
million,  and  I  wasn't  going  to  pass  something  out  of  committee  cre- 
ating a  deficit  with  respect  to  spending  when  we  were  trying  to  cut 
back  on  spending.  But  he  said  he  needed  it,  so  we  put  $50  million 
in  the  second  rescission  bill  in  trying  to  assist  the  administration, 
only  to  then  begin  reading  reports  coming  from  the  administration 
and  every  place  else,  even  concern  on  the  part  of  the  Jordanians, 
that  we  were  reneging.  We  were  not  reneging.  We  never  intended 
to  renege. 

We  resent  the  implication  coming  out  of  the  administration  that 
we  are  doing  so.  In  talking  with  King  Hussein,  we  explained  this 
to  him.  He  saw  no  problem  whatsoever,  after  it  was  explained  to 
him,  that  we  were  not  cutting  it  back. 
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I  am  speaking  as  an  individual,  not  as  a  committee.  But  we  are 
not  going  to  have  the  Jordanian  debt  relief  in  the  supplemental  ap- 
propriation for  defense.  It  is  not  going  to  be  there.  Forget  about  it. 

We  are  going  to  fulfill  our  commitment  to  King  Hussein  by  see- 
ing that  the  agreement  is  adhered  to  as  originally  agreed.  We  are 
even  going  to  possibly  try  to  expedite  that  forgiveness.  But  we  are 
not  going  to  do  it  in  that  first  bill. 

In  the  second  bill,  if  the  President  wants  to  veto  the  second  bill, 
let  him  veto  the  effort  that  we  made  to  fulfill  the  commitment  the 
President  gave  to  King  Hussein.  But  even  that  is  not  the  end  of 
it,  because  we  also  have  the  markup  that  we  are  going  to  do  in  this 
committee  that  could  take  effect  come  October,  which  still  more 
than  fulfills  the  original  commitment. 

So  we  have  got  plenty  of  avenues.  We  have  explained  this  to 
King  Hussein.  He  does  not  object  to  it,  did  not  express  any  opposi- 
tion to  that,  as  long  as  he  understood  that  we  were  not  going  to 
renege  on  any  commitment.  We  are  not  reneging.  But  we  would 
like  you  to  convey  that  message  from  me,  not  the  committee,  that 
as  far  as  I  am  concerned,  I  am  not  going  to  agree  to  include  it  in 
the  first  rescission  bill  in  the  supplemental  military  appropriation 
bill. 

It  is  not  of  an  emergency  nature.  The  country  of  Jordan  doesn't 
expect  it.  So  I  don't  know  why  all  of  the  concern  about  aid  to  Jor- 
dan. I  just  wanted  to  make  that  clear  to  you  so  you  would  know 
where  I  was  coming  from.  I  don't  know  what  the  other  Members 
of  the  committee  feel  about  that,  but  speaking  as  an  individual  who 
will  be  sitting  in  that  conference,  that  is  going  to  be  my  adamant 
position. 

So  with  that,  I  am  going  to  let  Mr.  Wilson  now  begin  the  ques- 
tions, and  also  to  submit  any  statement  that  he  would  like  to  sub- 
mit for  the  committee. 

Mr.  WILSON.  I  don't  have  a  statement,  Mr.  Chairman.  Do  you 
have  any  strong  thoughts  on  Jordan? 

Mr.  Callahan.  No,  not  yet.  Not  as  strong  as  that  Russian  deal 
we  have  been  talking  about. 

Mr.  WILSON.  Dr.  Davis,  I  guess  you  are  the  proper  person.  Since 
Camp  David  I  have  been  a  strong,  adamant  supporter  of  providing 
the  funds  that  were  necessary  to  facilitate  the  Camp  David  agree- 
ment. I  have  a  great  deal  of  concern  right  now,  I  don't  think  the 
administration  is  really  focused  on  it.  I  don't  think  there  is  any 
problem  with  the  Israeli  portion  of  the  Camp  David  accord  funding, 
but  I  do  think  that  Egypt  is  in  a  great  deal  of  jeopardy.  I  wonder 
if  you  could  tell  the  committee  what  you  think  the  impact  would 
be,  in  the  Middle  East  process  primarily,  if  the  committee  or  if 
Congress  were  to  make  a  substantive  cut,  say  $300-  or  $400  million 
from  Egypt,  and  there  was  no  cut  in  Israel. 

I  certainly  don't  support  any  sort  of  cut  for  Israel.  I  oppose  it  ve- 
hemently. But  I  see  it  coming  for  Egypt.  I  wonder  what  your  judg- 
ment is  about  that.  I  hope  you  will  take  back  to  the  State  Depart- 
ment that  this  is  a  real  concern  to  the  Congress. 

Ms.  Davis.  Thank  you.  Mr.  Chairman,  we  will  relay  to  Secretary 
Christopher  your  thoughts,  and  I  know  you  have  been  talking  to 
him  and  you  know  that  he  feels  very  strongly  that  those  who  have 
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taken  the  risks  for  peace  need  to  be  supported.  In  that  context,  the 
forgiveness  for  Jordan's  debt  is  part  of  that  interest. 

He  is  our  senior  negotiator,  so  I  will  leave  it  to  him  to  continue 
to  try  to  persuade  you  to  go  ahead  with  this  funding  as  part  of  the 
DOD  supplemental,  which  is  still  what  the  administration  is  sup- 
porting, but  we  will  relay  it  back.  I  have  all  kinds  of  scribes  behind 
me  and  we  will  make  sure  he  knows.  I  am  sure  he  will  be  in  touch 
with  you  personally  about  that. 

As  for  Egypt  and  Israel,  as  I  suggested  in  our  presentation,  we 
are  very  firmly  of  the  view  that  the  peace  process  is  served  by  a 
continuation  of  the  aid  levels,  both  to  Israel  and  to  Egypt,  for  the 
coming  year,  that  that  is  part  of  the  Camp  David  commitments, 
but  it  goes  beyond  that  in  the  sense  that  Egypt  itself  has  carried 
out  those  commitments  and  gone  on  to  be  an  influence  and  force 
in  that  peace  process. 

Mr.  Mubarak  is  here  and  I  hope  you  will  have  a  chance  to  meet 
with  him  or  share  your  thinking  with  him  because  he  is  coming  to 
an  understanding  as  to  how  important  he  sees  this  commitment  on 
the  part  of  the  United  States,  both  in  terms  of  economic  assistance 
and  the  reforms  that  he  has  underway  as  well  as  the  military  pro- 
grams that  work  on  very  precise  ways  of  modernizing  and  helping 
that  government  move  ahead. 

So  it  is  both  in  terms  of  past  commitments  but  a  role  that  Egypt 
is  continuing  to  play.  So  it  is  not  something  we  are  doing  just  be- 
cause of  the  past  but  something  we  see  as  very  important  into  the 
future,  that  there  are  specific  programs  there  that  are  consistent 
with  how  we  would  see  Egypt's  own  development,  and  ways  of 
meeting  some  challenges  to  that  government,  and  to  what  they  are 

trying  to  do 

J      &  EGYPT 

Mr.  WILSON.  Doctor,  I  understand  all  that  and  agree.  The  ques- 
tion is  what  sort  of  impact  would  it  have  if  we  made  a  substantive 
cut  in  Egypt? 

Ms.  Davis.  I  think  it  would  undercut  the  commitment  that  Egypt 
sees  we  have  in  the  peace  process. 

Mr.  Wilson.  You  just  think  it  would  be  kind  of  a  minor 

Ms.  Davis.  No,  I  think  it  would  be  major. 

Mr.  Slocombe.  Not  specifically  related  to  the  peace  process 
where  I  think  it  would  have  a  major  impact,  but  to  our  defense  in- 
terests, Egypt  is  one  of  our  most  reliable  friends  in  that  part  of  the 
world.  For  example,  when  we  had  the  Vigilant  Warrior  Operation 
last  fall,  they  were  very  forthcoming  about  agreeing  very  quickly 
to  transits  of  the  Suez  Canal,  the  overflights,  certainly  that  was 
also  the  case  during  Desert  Storm  and  Desert  Shield.  President 
Mubarak  told  Secretary  Deutch  yesterday  he  thinks  there  were 
100,000  overflights  and  transits  of  Egypt  during  the  Gulf  War. 
There  were  literally  thousands. 

Those  are  things  which  are  very  important  to  us,  and  they  are 
the  kind  of  things  that  put  Mubarak  at  some  risk  with  his  Arab 
friends.  I  think  a  cut  in  the  program  would  have — Egypt  has  a  lot 
of  internal  problems.  He  is  under  heavy  pressure  from  Islamic  fun- 
damentalists and  extremists.  It  is  important  to  the  stability  of  the 
whole  region  as  well  as  to  the  specifics  of  the  peace  process  that 
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he  continue  to  feel  that  the  commitments  that  he  has  had  from  the 
United  States  are  being  fulfilled. 

So  I  think  it  would  have  a  bad  impact  generally. 

Mr.  WILSON.  The  Chairman  has  been  very  lenient  with  me  on 
time,  so  finally,  I  would  just  say  again  that  you  seem  to  be  saying 
we  should  maintain  aid  to  Egypt,  but  you  don't  seem  to  feel — and 
maybe  you  are  right,  and  if  that  is  the  case,  so  be  it — but  neither 
one  of  you  seem  to  have  expressed  any  alarm  that  the  symmetry 
of  the  accord  would  be  disrupted.  And  if  you  don't  have  any  alarm, 
you  can  count  on  it. 

Ms.  Davis.  To  Egypt  it  would  be  very  important  as  a  symbol  that 
we  would  have  gone  away  from  that  commitment  and  that  we 
would  no  longer  be  seeing  these  as  part  of  the  whole.  But  at  the 
same  time  we  have  always  tried  to  define  those  programs  so  that 
it  is  not  just — it  is  a  percentage  of  Israel,  that  the  programs  them- 
selves stand  on  their  own  merits. 

Mr.  WILSON.  But  they  have  existed  because  of  Camp  David.  Not 
Egypt  but  Israel,  is  because  of  the  Camp  David  commitment. 

Mr.  Slocombe.  I  think  to  change  the  traditionally  established 
ratio  would  be  seen  as  a  slap  at  Mubarak.  They  would  find  ways 
of  getting  back.  And — I  don't  necessarily  say  Mubarak  would,  but 
people  in  the  Egyptian  system.  And  I  think  it  would  undercut  the — 
critical  to  the  immediate  east  peace  process  is  the  threat  to  Egypt 
with  Egypt  off  the  board,  the  whole  strategic  picture  changes.  And 
that  has  been  the  fundamental  rock  on  which  the  whole  process 
has  been  built.  You  shake  that  basic  premise  and  you  are  taking 
a  big  risk  with  the  whole  process. 

Mr.  Wilson.  Thank  you  very  much. 

CAMP  DAVID  COMMITMENT 

Mr.  Callahan.  Let  me  still  follow  up  with  a  question.  How  long 
do  you  perceive  that  the  Camp  David  commitment  goes  for?  Was 
it  for  20  years?  Was  it  for  50  years?  Is  it  perpetually?  How  long 
was  the  commitment? 

And  we  are  talking  about  an  entitlement.  Is  $3  billion  for  Israel, 
$2  billion  for  Egypt  an  entitlement?  Could  we  look  at  reducing  ei- 
ther of  those? 

Ms.  Davis.  What  we  have  said  for  1996  we  would  like  to  continue 
at  the  current  levels.  We  think  it  is  something  that  we  would  like 
to  talk  with  the  committee  about,  because  we  know  there  are  pres- 
sures. But  right  now  it  is  the  firm  view  that  it  ought  to  remain  for 
1996,  and  that  indeed  it  is  essential  as  we  try  to  bring  the  final 

Mr.  Callahan.  There  is  no  doubt  we  are  going  to  look  within  the 
next  decade  at  a  reduction  of  the  amount  of  money  both  for  Israel 
and  Egypt.  And  the  question  remains,  are  we  going  to  look  at  a 
higher  reduction  to  Egypt? 

You  say  that  Egypt  would  not  like  it.  I  am  sure  they  wouldn't 
like  it.  But  nevertheless,  if  we  cut  Egypt  from  $2  billion  to  $1  bil- 
lion, a  billion  dollars  is  a  lot  of  money,  and  I  don't  think  they  are 
going  to  be  able  to  go  to  the  Soviet  Union  or  to  Iraq  or  to  Iran  or 
any  place  else  and  get  a  billion  dollars  to  help  their  economy. 

So,  do  you  think  they  would  be  unappreciative  of  a  billion  dol- 
lars? 

Ms.  Davis.  I  am  sure  they  would  be  appreciative  of  a  billion  dol- 
lars. They  would  be  even  more  appreciative  of  $2  billion. 
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Mr.  Callahan.  I  understand  that.  I  think  in  the  long  range  you 
have  got  to  begin  looking  at  it.  We  don't  want  to  do  anything  to 
break  the  commitment  that  President  Carter  gave  at  Camp  David. 
But  how  long  does  it  continue?  Vice  President  Gore  recently  said 
that  Egypt  will  be,  quote,  "graduated  from  aid  in  the  next  few 
years."  Are  these  reports  accurate? 

Ms.  Davis.  We  are  trying  to  find  a  set  of  economic  programs  that 
would  make  that  transition.  That  is  what  we  have  been  trying  to 
do  for  some  time.  What  we  are  saying  to  you  is 

Mr.  Callahan.  We  don't  want  to  interfere  with  the  peace  proc- 
ess. It  is  beginning  to  aggravate  me  that  everybody  wants  to  be  a 
part  of  a  peace  process.  We  are  trying  to  save  lives  in  the  Middle 
East.  We  are  trying  to  create  harmony  there.  We  feel  like  we  are 
helping  with  our  negotiating  ability.  So  now  we  have  Egypt  and  Is- 
rael, and  there  is  always  a  statement  that  comes  up  that  Israel  is 
our  greatest  ally.  We  are  not  questioning  that.  That  is  a  known 
fact.  But  the  fact  remains — it  is  an  economic  question  we  are  ask- 
ing. 

Now,  here  we  say  that — you  are  telling  us  you  want  us  to  forgive 
Jordan's  debt?  Even  though  Secretary  Christopher  has  told  us  that 
it  is  not  the  case,  we  hear  the  Syrians  are  requesting  that  they  be 
included  in  the  same  sort  of  agreement  that  Egypt  and  Israel  have, 
that  they  want  a  percentage  of  whatever  money  we  give  to  Egypt 
and  Israel.  Are  we  just  the  dollar  factor? 

Do  they  come  to  us  and  hold  our  hands  and  let  us  take  pictures 
in  the  Rose  Garden  about  being  the  peace  makers?  Would  they 
come  without  money?  You  know,  that  is  a  big  question  on  the 
minds  of  the  American  people. 

Is  our  involvement  monetary?  Are  we  the  ones  that  say  to  them, 
Look,  we  will  buy  peace  in  the  Middle  East  but  we  want  to  provide 
money  for  the  Palestinians,  the  Jordanians,  the  Syrians,  the  Israe- 
lis, the  Egyptians?  Are  we  going  to  go  in  a  few  years  to  Iran  and 
say,  Look,  why  don't  you  guys  join  too,  here  is  a  lot  of  money,  and 
then  we  go  to  Iraq  and  tell  them  the  same  thing? 

We  have  got  to  realize  that  there  is  something  in  life  other  than 
money.  I  know  it  was  in  the  paper  this  morning,  there  is  a  commit- 
ment, Secretary  Perry  is  over  there  holding  his  glass  up. 

Mr.  Wilson.  I  told  him  not  to  do  that,  Mr.  Chairman. 

Mr.  Callahan.  And  the  toast,  it  cost  us  about  $1  billion.  Please 
tell  him  to  put  these  people  on  the  wagon.  Tell  them  to  stop  mak- 
ing toasts,  stop  making  these  agreements  and  let  the  United  States 
be  the  dove,  the  peace  keeper  to  get  these  people  together,  but  to 
do  it  other  than  to  say,  Here  is  $1  billion  if  you  will  stop  killing 
each  other. 

Ms.  Davis.  We  only  do  it  when  we  can  take  the  programs  and 
see  how  it  directly  comes  back  and  helps  our  own  security.  That 
was  the  theme  I  was  trying  suggest  in  my  presentation.  For  the 
peace  in  the  Middle  East,  it  really  is.  Peace  in  the  Middle  East  as 
opposed  to  wars  in  the  Middle  East  are  directly  in  the  interests  of 
the  American  people. 

If  we  can  bring  peace  and  also  help  bring  economic  reform  and 
military  modernization  programs,  that  means  they  are  not  depend- 
ent on  us  but  they  can  maintain  that  peace  without  us.  It  is  a  long- 
term  strategy  that  is  going  to  take  some  funds  in  the  near  term. 
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Mr.  Callahan.  Now  that  you  understand  the  question  on  Egypt, 
we  will  move  on. 

Mr.  Wilson.  Okay. 

Mr.  Callahan.  Mr.  Knollenberg. 

Mr.  Knollenberg.  Thank  you,  Mr.  Chairman. 

Dr.  Davis,  Mr.  Slocombe,  I  notice — and  I  agree  with  the  state- 
ments you  have  made,  Dr.  Davis  that — U.S.  security  depends  on 
promoting  peace  in  the  Middle  East  and  building  a  new  security  in 
Europe.  And  I  think  most  importantly,  as  you  say,  preventing 
spread  of  nuclear  weapons. 

I  want  to  talk — by  the  way,  I  believe  in  that  too,  let  me  assure 
you.  I  am  not  challenging  you  on  that  or  going  off  in  a  different 
course.  I  believe  that  foreign  aid  is  a  very  essential  tool  if  we  use 
it  properly.  Let's  talk  about  using  it  properly  with  respect  to  Rus- 
sia. 

RUSSIAN  NUCLEAR  REACTOR 

I  want  to  talk  about  and  ask  you  a  question  about — either  one 
of  you  can  jump  in  here — the  Russian  nuclear  reactor  sale  to  Iran. 
Obviously  Iran,  if  you  were  to  describe  Iran,  I  know  it  would  not 
be  a  country  you  would  put  in  the  safe  category. 

How  much  danger  is  there  in  the  product  that  has  gone  to  Iran 
from  Russia?  What  do  we  know  about  the  specifics  of  that  mate- 
rial? Could  it  be  used  to  produce  a  nuclear  device?  In  fact,  what 
is  the  administration  doing,  if  they  are  able  to  do  anything,  to  com- 
bat or  to  prevent  Iran  from  gaining  some  kind  of  nuclear  capability 
that  could  have  devastating  consequences  in  the  Middle  East? 

Ms.  Davis.  One  of  our  highest  priorities  over  the  past  couple  of 
years  has  been  to  try  to  keep  various  countries  from  entering  into 
cooperative  arrangements  in  supply  of  nuclear  reactors  or  tech- 
nologies to  Iran.  We  succeeded  in  getting  all  the  major  suppliers  of 
nuclear  technology  and  reactors  to  stop  any  such  trade  with  two  ex- 
ceptions. One  is  Russia  and  one  is  China.  But  because  China  can't 
move  to  do  it  alone,  the  fact  that  the  others  are  not  providing  this 
cooperation  means  that  we  have  done  reasonably  well  in  keeping 
the  flow  of  these  kinds  of  technologies  from  Iran. 

We  have  also  been  able  to  convince  the  Russians  that  it  wasn't 
in  their  interest  to  provide  a  research  reactor.  They  were  thinking 
about  providing  that  to  Iran.  But  over  the  past  few  months,  if  you 
have  been  reading,  they  have  decided  to  go  ahead  with  the  provi- 
sion of  these  light  water  reactors  for  nuclear  energy  to  Iran.  And 
we  have  the  view  that  that  is  not  in  not  only  our  interests,  which 
it  clearly  isn't,  but  it  is  also  not  in  Russia's  interests,  and  we  are 
trying  to  persuade  the  Russians  of  that  in  a  variety  of  different 
ways,  so  far  without  success.  But  that  doesn't  mean  we  don't  see 
this  as  a  very  high  priority  in  our  relationship  with  Russia. 

To  date,  so  far  there  has  been  no — the  whole  plan  for  the  provi- 
sion of  these  reactors  is  just  beginning  and  underway,  so  there 
have  been  no  materials  and  no  major  equipment  that  has  been  ac- 
tually transferred.  But  quite  frankly  what  we  worry  the  most  about 
is  the  provision  of  people  and  expertise  as  part  of  this  potential 
sale,  and  that  is  already  beginning,  that  is,  you  are  seeing  some 
technical  cooperation  as  part  of  this  arrangement. 

Mr.  Knollenberg.  The  cooperation  is  between  whom? 
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Ms.  Davis.  Between  Russia  and  Iran  as  they  plan  for  the  sale  of 
these  reactors.  The  first  thing  that  happens  is  you  get  together  and 
see  what  will  be  needed.  It  is  actually  a  site  that  had  earlier  been 
where  Iran  wished  to  establish  these  reactors.  That  was  stopped  in 
the  late  1970s. 

So  our  worry  is  that  this  will  be  the  beginning  of  a  long  term 
process  by  which  people,  expertise,  technologies,  and  then  reactors 
will  be  transmitted.  And  that  could  provide  Iran  with  more  than 
what  they  currently  have  along  the  path  of  developing — they  are 
some  many  years  away,  but  the  problem  is  we  need  to  stop  it  at 
its  beginning  so  that  we  don't  face  five  or  10  years  from  now  the 
fact  that  they  have  it  and  we  find  ourselves 

Mr.  Knollenberg.  If  you  were  to  get  a  snapshot  today  on  where 
the  product  is,  is  it  on  the  dock  in  Iran,  or  where  is  it? 

Mr.  Slocombe.  It  is  in  the  very  early  stage. 

Mr.  Knollenberg.  I  assume  it  is  not  anywhere  yet.  So  you  have 
some  hope  with  challenging  its  transmittal? 

Ms.  Davis.  We  have  some  hope  that  we  can  convince  the  Rus- 
sians that  a  nuclear-armed  Iran  is  a  threat  to  their  security. 

Mr.  Knollenberg.  I  thank  you  for  the  answer. 

Mr.  Chairman,  I  yield  back. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  TORRES.  Thank  you,  Mr.  Chairman. 

Welcome,  Madam  Secretary,  Mr.  Secretary. 

IMET  LATIN  AMERICAN  PROGRAM 

In  both  your  testimonies  you  indicated  the  importance  of  IMET 
funding  as  a  very  important  foreign  policy  tool.  I  was  looking  at  the 
budget  requests,  and  specifically  those  for  Latin  America,  military 
and  education  training  programs,  and  it  is  evident  between  the 
1995  enacted  figure  and  the  '96  requested  figure,  there  is  an  in- 
crease of  about  90  percent  in  the  Latin  American  accounts. 

What  has  changed  in  Latin  America  that  now  makes  that  nec- 
essary? 

Ms.  Davis.  Let  me  just  start.  The  main  point  is  that  as  I  sug- 
gested in  my  testimony,  the  overall  program  was  cut  back  substan- 
tially, and  what  we  are  now  asking  for  is  a  restoration  to  the  levels 
that,  you  know,  were  in  existence  in  1994,  so  as  a  matter  of  fact, 
we  then  have  asked  for  some  additional  funds  to  get  these  back. 

So  the  first  order  answer  is  that  we  would  expect  this  to  be  in- 
creasing because  we  are  asking  for  a  substantially  larger  amount 
to  go  back  to  the  previous  levels. 

With  respect  to  Latin  America,  I  will  let  Walt  try  to  answer  spe- 
cifically. 

Mr.  SLOCOMBE.  When  the  cuts  were  made  first  in  1994  and  vir- 
tually to  the  same  extent  in  fiscal  1995,  we  made  a  deliberate  pol- 
icy decision  to  protect  the  Central  European  levels.  That  meant 
that  the  other  region,  particularly  Latin  America,  bore  the  brunt 
of  the  cuts.  As  Dr.  Davis  says,  the  reason  for  the  increase  is  to  put 
Latin  America  back  approximately  where  it  was  before  the  budget 
was  cut  so  heavily  in  1994  and  1995. 

Speaking  more  generally  about  why  it  is  a  good  idea,  we  have 
seen  in  Latin  America,  over  the  course  of  the  last  decade  or  so,  the 
introduction  of  democratic  regimes,  virtually  universally  through- 
out the  continent,  in  place  of  a  situation  where  10  or  15  years  ago 
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a  great,  very  high  number  of  those  countries  had  military  regimes 
of  one  form  or  another. 

One  reason — one  of  the  things  which  we  believe  is  important  to 
try  to  get  through  with  the  IMET  program  is  to  build  a  sense  of 
military  professionalism.  These  countries  are  going  to  be  militaries. 
Whatever  else  is  true,  they  are — almost  all  of  them  are  going  to 
have  some  level  of  military  force. 

It  is  in  the  interests  of  the  United  States  and  the  interests  of  de- 
mocracies in  Latin  America  that  those  militaries  think  of  them- 
selves as  what  we  think  of  as  a  military,  that  is,  a  professional  or- 
ganization which  is  nonpolitical  and  whose  function  is  to  provide 
for  the  defense  of  the  country,  to  contribute  to  international  oper- 
ations and  that  are  in  their  interests  and  the  world  community's, 
and  not  to  be  a  kind  of  political  party. 

We  believe  that  the  IMET  program  makes  an  important  con- 
tribution both  to  the  developing  a  sense  of  professionalism,  and  I 
believe  personally  that  is  the  key.  It  is  not  so  much  teaching  people 
human  rights,  although  we  try  to  do  that  as  well,  human  rights, 
respect  for  civilian  control  and  that  sort  of  thing. 

It  is  also  in  a  sense  teaching  respect  of  the  military  profession 
as  a  nonpolitical  defense  function.  And  that  is  essentially  why  we 
think  it  is  important  to  try  to  restore 

Mr.  TORRES.  If  the  Secretary  will  yield,  how  much  of  that  IMET 
money  is  sent  to  the  program,  the  School  of  the  Americas? 

Mr.  SLOCOMBE.  The  School  of  the  Americas  is  not  funded  through 
IMET.  It  is  funded  through  the  defense  budget.  I  stand  to  be  cor- 
rected on  that.  We  have  Diehl  McKalip,  the  Deputy  Director  of 
DSAA. 

Mr.  Torres.  As  you  must  know,  myself  and  many  Members  of 
Congress  are  very  concerned  about  developments  today  in  Guate- 
mala, what  has  taken  place  there.  We  had  all  of  us  thought  that 
the  U.S.  assistance,  military  assistance  to  Guatemala  had  been 
suspended  as  far  back  as  1990.  Now  we  know  that  the  Central  In- 
telligence Agency  has  continued  to  give  money  to  the  Guatemalan 
military. 

I  think  Guatemala  is  giving  us  a  wake-up  call,  really,  at  least  for 
those  of  us  in  Congress,  that  we  have  to  take  a  new  look  at  U.S. 
military  relationships  with  Latin  America,  and  ask  the  question,  is 
current  military  training  and  assistance  appropriate  in  this  post- 
Cold  War  era. 

Ms.  PELOSI.  Mr.  Torres,  will  the  gentleman  yield  for  just  a  mo- 
ment? 

Just  for  a  point  of  clarification,  Mr.  Secretary,  is  it  true  that 
some  of  these  countries  use  IMET  funds  for  tuition  to  the  School 
of  the  Americas? 

Mr.  SLOCOMBE.  That  may  be  the  case.  I  will  check. 

[The  information  follows:] 

For  FY93,  approximately  $1.62  million  in  IMET  was  used  to  pay  tuition  costs.  For 
FY94,  approximately  $1.14  million  in  IMET  was  to  pay  tuition  costs. 

Ms.  Pelosi.  Thank  you. 

Mr.  TORRES.  It  is  my  understanding  that  on  March  10th — 

Ms.  Pelosi.  The  gentleman  will  let  us  know. 

Mr.  Torres.  I  would  appreciate  that,  thank  you. 
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It  is  my  understanding  that  the  government  suspended  for  the 
remainder  of  1995  Guatemala's  participation  in  IMET  programs  in 
the  United  States.  In  other  words,  Guatemalans  will  not  be 
brought  to  the  United  States  to  study  under  IMET  programs. 

Are  there  other  IMET  programs  or  other  U.S.  military  programs 
from  which  the  Guatemalan  military  benefits  at  present?  And  if  so, 
why  do  we  continue  these  programs? 

Mr.  Slocombe.  We  have  at  the  present  time  plans  to  have  three 
so-called  military  education  teams  go  to  Guatemala.  That  was  a 
part  of  the  notification  of  the  program.  There  are  three  of  them, 
one  in  the  Naval  Justice  School's  military  justice  team  and  Air  War 
College  military  and  democracy  team,  and  the  Defense  Equal  Op- 
portunity Management  Institute  team. 

Whether  those  three  will  go  is  now  being  reviewed.  But  they 
have  not,  as  of  right  now,  been  suspended. 

Mr.  TORRES.  And  could  you  give  us  some  clarification  as  to  that 
disposition  at  some  later  point? 

Mr.  Slocombe.  It  is  under  review  now  whether  they  should  go 
forward,  and  when  a  decision  is  made,  of  course  we  will  let  you 
know.  I  think  the  first  one  is  scheduled  sometime  later  this  month, 
so  it  will  have  to  be  decided  very  shortly. 

Mr.  TORRES.  Given  the  nature  of  the  policy  position  that  our  gov- 
ernment has  taken  in  not  providing  assistance  to  Guatemala  in 
that  sense,  why  are  these  teams  earmarked  at  this  point  to  go  if 
they  do  in  fact  go? 

Mr.  Slocombe.  For  exactly  that  reason,  that  is  why  we  are  look- 
ing at  the  question  whether  they  should  in  fact  go. 

Mr.  Torres.  I  see. 

How  much  time  do  I  have  left,  Mr.  Chairman?  Or  we  are  not 
using  the  little  sand  thing? 

Mr.  Callahan.  We  will  come  back  and  give  you  all  the  time  you 
want,  Mr.  Torres. 

Mr.  Torres.  Thank  you,  Mr.  Chairman. 

I  thank  the  witnesses. 

Mr.  LlGHTFOOT.  Thank  you,  Mr.  Chairman. 

I  want  to  ask  a  couple  of  questions  of  the  Under  Secretary  and 
submit  the  rest  for  the  record. 

NORTH  KOREA  MISSILE  PROGRAM 

Mr.  Woolsey,  the  outgoing  CIA  director,  had  great  concern  over 
Iran's  involvement  with  North  Korea  in  the  development  of  the  No 
Dong  missile.  I  guess  the  basic  question  is,  can  you  give  us  a  brief 
thumbnail  sketch  of  what  is  Iran's  role  in  the  development  of  that 
missile? 

Ms.  Davis.  We  have  for  some  time  had  concerns  about  the  North 
Korean  missile  program,  and  some  of  the  reports  that  we  have 
heard  as  to  possibilities  of  their  selling  us  missiles.  And  when  we 
focused  on  the  nuclear  question  with  North  Korea,  it  was  because 
of  the  urgency  of  the  nuclear  question  but  not  because  we  have  for- 
gotten this  issue  of  missiles  and  its  importance. 

And  indeed,  as  part  of  the  follow-on  to  the  framework  agreement 
that  we  signed  last  autumn,  it  has  been  our  proposal  that  we  begin 
discussions  with  the  North  Koreans  about  their  missile  programs 
and  their  sales,  which  of  course  would  be  inconsistent  not  only  with 
the  overall  nonproliferation  regimes  but  with  our  own  legislation. 
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As  to  the  specifics  of  the  intelligence,  I  would  like  to  do  that  in 
a  private  session,  if  I  might,  but  we  would  be  happy  to  supply 
whatever  information  we  have  to  you. 

Mr.  LlGHTFOOT.  I  appreciate  it.  That  is  a  very  critical  issue  and 
we  would  like  to  know  more  about  that. 

There  are  some  reports  that  Iran  has  increased  their  efforts  to 
acquire  missile-related  technologies  out  of  Western  Europe.  Can 
you  confirm  those?  Are  they  just  rumors  or  is  that  in  fact  happen- 
ing? 

Ms.  Davis.  Let  me  check  for  you,  and  I  will  provide  you  with 
anything  that  is  more  than  rumors.  Right  now  I  am  reasonably 
confident,  but  in  my  job  never  completely  confident,  but  reasonably 
confident  that  Westerners,  all  of  whom  are  partners  in  the  Western 
control  regime,  would  not  be  doing  that.  But  we  will  double-check. 

Mr.  LlGHTFOOT.  I  appreciate  it. 

Mr.  Chairman,  I  am  going  to  run  up  and  vote. 

SOMALIA 

Mr.  Callahan.  I  am  going  to  follow  up  on  one  of  the  questions 
about  the  Somalia  situation,  the  classified  material.  Mrs.  Albright 
came  and  told  us  that  she  couldn't  discuss  this  with  us  because  it 
was  of  such  a  classified  nature  that  it  would  breach  security,  and 
as  a  result  we  should  ask  Toby  Gati  to  brief  us  on  what  took  place. 
So  we  did  that,  and  we  then  were  told  that  they  didn't  have  a  suffi- 
cient amount  of  information  yet  to  tell  us  what  security  was 
breached,  if  any. 

My  question  is,  if  Mrs.  Albright  knew  that  there  was  information 
there  she  couldn't  divulge,  obviously  she  knew  something,  and  I 
just  wondered  why  the  administration  is  withholding  this  informa- 
tion from  us.  We  were  very  nice  to  them  when  they  came. 

Finally,  they  locked  us  in  this  secret  room  upstairs  and  closed  all 
the  doors,  turned  off  all  the  lights  and  were  beginning  to  whisper, 
but  the  only  whisper  we  heard  was,  We  can't  tell  you  what  is  tak- 
ing place.  I  said,  Well,  come  back  before  the  recess. 

Now,  Mr.  Gingrich  is  telling  us  this  morning  that  if  we  don't  pass 
this  tax  bill,  we  are  not  going  to  recess.  But  I  think  we  are  going 
to  recess,  probably  Friday.  And  still,  they  don't  have  enough  infor- 
mation to  come  back  and  tell  us  what  took  place  there. 

We  don't  want  to  divulge  any  secrets  to  the  enemy,  whoever  the 
enemy  might  be.  It  piqued  our  interest,  because  we  are  told  it  is 
of  such  a  sensitive  nature  that  Mrs.  Albright  could  not  discuss  it 
with  us. 

Now,  either  she  knew  something  or  she  didn't  know  something. 
And  if  she  knows  something,  why  won't  they  tell  us? 

All  we  want  to  know  is  what  was  in  there.  And  we  will  go  back 
to  the  secret  room  and  we  won't  tell  anybody.  I  won't  discuss  it 
with  my  wife  or  my  staff  or  anybody  else.  But  now  we  want  to 
know  what  was  there.  And  we  want  to  know  why  they  haven't 
come  back,  if  we  are  going  to  recess  Friday,  maybe  Thursday.  We 
want  to  know  when  they  are  going  to  share  this  information  with 
us. 
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I  know  you  might  not  know  the  answer  to  that,  and  I  don't  want 
to  discuss  the  contents.  But  I  do  think  that  we  are  entitled  to  the 
briefing  that  we  have  requested,  and  would  like  to  do  that  before 
the  recess,  which  we  think  will  be  this  Friday. 

Ms.  Davis.  Let  me  take  that  back.  Of  course,  I  don't  know  the 
background  to  all  of  this.  I  know  the  investigation  is  still  under- 
way, but  let's  get  back  to  you,  your  staff,  by  tonight  as  to  where 
we  are  on  that. 

Mr.  Callahan.  Very  good. 

Ms.  Pelosi. 

Ms.  Pelosi.  Thank  you,  Mr.  Chairman. 

Secretary  Davis,  Secretary  Slocombe. 

IMET  SCHOOL  OF  THE  AMERICAS 

Mr.  Slocombe.  I  have  some  more  on  the  School  of  Americas 
IMET  question. 

Ms.  Pelosi.  Thank  you.  So  soon.  Somehow  I  thought  you  would. 

Mr.  Slocombe.  The  cost  for  the  physical  plant  and  the  school  as 
such  are  paid  for  through  the  Army  budget.  The  IMET  national 
funds  can  be  used  to  pay  direct  costs  for  each  student,  in  effect  a 
tuition.  I  am  informed  that  the  O&M  money  that  goes  into  it  is  cur- 
rently $3  million.  We  will  get  you  a  number  on  how  much  IMET 
was  used  to  pay  the  tuition. 

[The  information  follows:] 

For  FY93,  approximately  $1.62  million  in  IMET  was  used  to  pay  tuition  costs.  For 
FY94,  approximately  $1.14  million  in  IMET  was  used  to  pay  tuition  costs. 

Ms.  Pelosi.  I  appreciate  that.  Thank  you  very  much,  Mr.  Sec- 
retary. 

I  have  a  number  of  questions,  so  I  want  to  move  at  a  clip,  if  the 
Chairman  prefers  that. 

Thank  you  very  much  for  your  testimony  this  morning.  It  is  in- 
teresting, although  in  some  ways  disconcerting.  The  first  question 
I  want  to  ask  is  about  Indonesia. 

IMET  INDONESIA  PROGRAM 

On  March  16th,  1995,  Admiral  Owens  was  in  Jakarta  where  he 
announced  the  Administration  wanted  to  resume  IMET  training.  I 
notice  you  asked  for  $600,000  for  IMET  for  Indonesia,  saying  that 
the  situation  in  East  Timor  has  improved. 

Exactly  the  same  day,  Assistant  Secretary  of  State  Shattuck  was 
testifying  in  Congress  that  the  East  Timor  situation  has  deterio- 
rated in  recent  months.  From  what  I  can  see,  there  is  no  evidence 
that  IMET  training  given  to  Indonesia  since  1950  has  any  demon- 
strable impact  on  the  military's  human  rights  record. 

In  light  of  the  contradiction  by  two  people  representing  the  ad- 
ministration, how  do  you  explain  this  contradiction  and  justify  the 
request  for  $600,000? 

Ms.  Davis.  I  won't  be  able  to  tell  you  precisely  about  the  con- 
tradiction  

Ms.  Pelosi.  I  appreciate  that,  but  the  point  is  that  Admiral 
Owens  was  saying  that  the  justification  for  putting  the  money  back 
which  Congress  had  cut  off  was  the  improvement  in  human  rights 
in  East  Timor.  I  don't  think  we  can  just  sweep  away  the  fact  that 


469 

one  part  of  the  government  was  saying  one  thing,  as  the  justifica- 
tion for  restoring  the  funds,  while  the  other  one  was  saying  that 
the  situation  had  deteriorated. 

Ms.  Davis.  Let  me  give  you  the  justification  for  restoring  the 
funds,  and  not  link  it  directly  to  East  Timor. 

Ms.  Pelosi.  But  recognizing  it  was  cut  off  because  of  East  Timor. 

Ms.  Davis.  Recognizing  it  has  been  cut  off  because  of  that.  It 
seems  to  me  we  do  have  an  interest  in  these  training  programs,  as 
we  have  been  arguing  more  generally,  to  expose  militaries  in  these 
countries,  especially  countries  where  there  are  some  human  rights 
problems,  to  the  kinds  of  professionalism  that  Mr.  Slocombe  has 
described,  and  also  to  the  kinds  of  programs  as  part  of  IMET  that 
are  directly  focused  on  building  civil-military  relations,  on  promot- 
ing democracy  and  those  goals.  This  is  the  expanded  IMET  part  of 
this  program,  and  our  proposal  would  have  a  third  of  the  $600,000 
particularly  focused  on  these  kinds  of  programs  to  build  democracy. 

So  rather  than  saying  there  are  countries  where  there  are  some 
problems,  and  we  still  believe  there  are  some  problems,  we  should 
just  cut  it  all  off  entirely,  but  to  try  to  use  a  very  good  program 
that  has  a  long  history  of  working  to  address  these  kinds  of  prob- 
lems and  give  it  a  chance  in  Indonesia. 

Ms.  PELOSI.  You  know  it  has  been  going  on  since  the  1950s. 
Could  one  imply  from  your  answer  that  there  is  a  change  in  the 
IMET  program,  because  we  are  going  to  give  it  a  chance.  How 
much  more  of  a  chance  are  we  going  to  give 

Ms.  Davis.  The  program  has  been  evolving  and  it  has  a  particu- 
lar emphasis  on  building  democracies  by  building  respect  for 
human  rights.  One  single  program  can't  accomplish  everything,  but 
it  seems  to  me  in  the  interests  of  Americans  to  try  to  use  this  pro- 
gram towards  those  goals. 

Ms.  Pelosi.  Let's  move  on  to  the  next  question,  why  don't  we. 

ARMS  SALES  TO  CHINA 

Let  me  just  ask  you  about  China  briefly.  As  you  are  aware,  since 
Tiananmen  Square  there  has  been  a  prohibition  on  arms  sales  to 
China.  I  am  sure  you  are  an  expert  in  that  area  and  I  appreciate 
your  work  in  that  area.  Could  this  policy  be  undercut  by  a  liberal- 
ization of  dual-use  equipment  and  technology  sales  to  China? 

My  concern  is  that  instead  of  selling  them  weapons  as  we  are  not 
allowed  to  do,  that  we  are  selling  them  the  means  to  make  them. 
I  am  particularly  concerned  about  the  visit  of  one  of  the  Chinese 
leaders  recently  and  the  comments  he  received  from  the  adminis- 
tration about  the  change  in  policy  to  sell  them  the  components  of 
weapons  as  opposed  to  the  weapons. 

Ms.  Davis.  I  don't  think  there  is  any  set  of  policies  we  review 
with  more  care  than  the  licensing  and  trade  in  dual-use  items, 
technologies,  computers,  all  of  this,  because  of  the  need  to  ensure 
that  precisely  the  goals  of  those  transfers  are  met,  and  that  our 
overall  nonproliferation  goals  are  also  sustained. 

And  so,  again,  we  could  come  back  to  you  with  the  specifics  of 
individual  cases,  but  we  are  not  undercutting  the  overall  goals  and 
policies  and  those  sanctions  in  place  on  licensing  that  we  have  been 
doing. 

[The  information  follows:] 
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In  March  of  1994  the  Administration  did  liberalize  export  licensing  for  lower-end 
dual-use  technologies  to  China  and  the  other  proscribed  countries  of  the  former 
COCOM.  This  liberalization  excluded  exports  to  military  end-users  and  end-uses,  as 
well  as  higher-level  technologies  that  could  contribute  most  significantly  to  weapons 
development  and  production. 

Dual-use  exports  of  these  higher-level  technologies  still  require  individual  licenses 
to  China  and  are  reviewed  carefully  by  all  concerned  agencies  to  determine  if  there 
is  a  chance  the  items  might  be  misused  or  diverted.  We  have  either  denied  licenses 
or  imposed  very  strict  conditions,  when  appropriate,  to  prevent  the  likelihood  of 
such  misuse  or  diversion. 

In  one  recent  case,  for  example,  we  denied  a  license  application  for  certain  elec- 
tronic manufacturing  equipment  to  China  because  of  concerns  about  possible  asso- 
ciations with  a  weapons  program.  In  other  cases,  where  the  civilian  application  was 
more  apparent  and  the  risk  of  diversion  was  low,  we  have  approved  exports  under 
very  strict  conditions,  including  accountability  requirements  for  the  U.S.  company, 
to  ensure  the  capital  equipment  will  not  be  used  for  weapons  and  items  of  concern. 
One  such  recent  case  involved  the  export  of  machine  tools  to  produce  civil  aircraft 
components  in  a  joint  venture  between  a  U.S,  and  a  Chinese  company.  In  addition, 
the  Administration  approved  the  export  of  high  performance  computers  and  a 
supercomputer  to  the  Chinese  weather  bureau  for  weather  forecasting,  under  spe- 
cific conditions  designed  to  prevent  misuse.  We  are  confident  that  this  case-by-case 
approach  allows  us  to  avoid  the  undermining  of  the  Tiananmen  sanctions,  to  protect 
national  security,  and  to  promote  our  nonproliferation  objectives,  while  also  address- 
ing some  of  the  concerns  our  companies  have  in  trying  to  be  competitive  in  China. 

Ms.  Pelosi.  But  I  am  concerned  about  the  visit  of  General  Wang 
and  the  representations  that  were  made  to  him  about 

Ms.  Davis.  I  didn't  meet  with  General 

Ms.  Pelosi.  No;  I  am  talking  about  the  administration.  I  am  not 
putting  it  at  your  doorstep.  If  anything,  you  have  been  a  counter 
to  it,  and  I  appreciate  your  leadership  on  that  issue. 

Ms.  Davis.  Can  I  ask  if  Mr.  Slocombe 

Mr.  SLOCOMBE.  I  don't  know  the  specifics  to  which  you  are  refer- 
ring. Lynn's  answer  is  entirely  correct. 

Ms.  Pelosi.  Maybe  I  should  ask  you  very  directly,  do  you  know 
of  any  effort  within  the  administration  to  undermine  the  congres- 
sional policy  of  no  arms  sales  to  China,  with  the  sanction  that  is 
there,  by  circumventing  that  by  selling  the  components  of  weapons 
to  the  Chinese,  so  that  they  would 

Mr.  Slocombe.  No.  I  know  of  no  such  effort  to  undermine  the 
policy  by  selling  components  rather  than  weapons. 

Ms.  PELOSI.  That  is  very  reassuring,  and  I  hope  that  you  are  in 
the  loop.  I  am  assuming  that  you  are. 

Mr.  Slocombe.  That  said — and  indeed  we  have  made  clear  to  the 
Chinese  that  weapons  sales  are  not  on  the  agenda  for  the  foresee- 
able future — that  said,  it  is  certainly  the  position  of  the  Depart- 
ment of  Defense  that  it  is  in  the  United  States'  interests  to  have 
a  security  relationship  with  China,  to  have  contacts  with  the  Chi- 
nese military. 

Ms.  PELOSI.  That  is  a  different  question.  I  appreciate  that.  Thank 
you,  Mr.  Secretary. 

Do  I  have  time  for  another  question  or  shall  I  wait  for  the  next 
round? 

Mr.  Callahan.  Go  right  ahead.  I  haven't  even  started  the  clock 
yet.  I  will  start  it  now. 

CAMBODIA  ASSISTANCE  PROGRAMS 

Ms.  Pelosi.  Hop-scotching  around  the  world,  what  level  of  finan- 
cial support  is  the  administration  requesting  for  land  mine  clear- 
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ance  and  victim  assistance  programs  in  Cambodia?  Does  the  ad- 
ministration favor  giving  military  arms  or  equipment  to  the  Cam- 
bodian government  at  this  time? 

Again,  the  State  Department  has  documented  a  pattern  of  gross 
abuse  committed  by  the  Cambodian  military  against  the  civilian 
population. 

Ms.  Davis.  For  1995,  we  are  spending  $1.3  million  for  de-mining 
in  Cambodia.  And  we  are  making  a  request  in  1996  for  $10  million, 
which  we  at  this  point  have  not  subdivided  into  particular  coun- 
tries, in  part  because  these  are  ongoing  programs  and  we  will  sort 
of  see  which  countries  need  the  most  as  we  approach  the  beginning 
of  the  fiscal  year. 

But  Cambodia  is  an  important  one  and  I  needn't  tell  you  that  the 
damage  to  Cambodia  that  has  been  a  result  of  these  hundreds  of 
thousands  of  mines  is  really  quite  tragic.  It  is  one  of  the  high-prior- 
ity countries  that  we  have. 

Ms.  Pelosi.  So  the  entire  1.3  is  for  Cambodia  and  the  10  million 
for  next  year  is  at  the  discretion  of  the  administration? 

Ms.  Davis.  We  have  not  gone  through  and  allocated  specific  fund- 
ing amounts  to  each  country,  but  we  know  we  will  be 

Ms.  Pelosi.  That  applies  to  the  10  million.  The  1.3  is  strictly 
Cambodia? 

Ms.  Davis.  For  this  year,  out  of  a  total  of  about  5  million. 

Ms.  Pelosi.  Thank  you  very  much,  Secretary. 

Thank  you,  Mr.  Chairman. 

Mr.  Callahan.  Mr.  Lightfoot. 

Mr.  Lightfoot.  Thank  you,  Mr.  Chairman. 

I  need  to  get  on  to  another  meeting,  and  I  will  submit  questions 
for  the  record. 

EGYPT 

In  your  testimony,  Dr.  Davis,  you  talk  about  the  security  benefits 
of  Egypt.  In  light  of  Egypt's  recent  reaction  on  the  nonproliferation 
treaty,  how  do  you  think  those  benefits  will  weigh  in  relation  to 
that? 

Ms.  Davis.  As  you  know,  the  indefinite  and  unconditional  exten- 
sion of  the  nonproliferation  treaty  is  one  of  our  highest  priorities 
and  we  have  a  global  effort  to  try  to  bring  as  many  countries  to 
support  that  view  as  possible. 

Egypt  has  raised  some  concerns  about  that  because  of  the  fact 
that  Israel  is  not  a  member,  and  we  have  been  working  privately 
with  both  Egypt  and  Israel  to  make  clear  our  overall  goals,  but  to 
be  more  realistic,  our  sense  of  how  quickly  that  could  happen  and 
the  importance  of  the  overall  peace  process  to  that  goal. 

These  discussions  are  continuing,  and  as  we  have  at  least  I  guess 
six  weeks  before  the  final  vote,  some  more  time  to  try  to  persuade 
Egypt,  we  understand  their  views  but  we  would  strongly  argue  to 
Egypt  that  their  own  security  is  best  served  by  the  nonproliferation 
treaty  by  nuclear  free  zone  in  all  of  the  Middle  East,  including  to 
cover  Iran  and  Iraq,  and  that  they  should  support  the  indefinite  ex- 
tension for  their  security,  not  because  it  is  in  our  security — it  is 
also  in  our  security  interests,  but  it  is  in  their  interests,  and  we 
believe  that  we  can — we  hope  to  be  able  to  make  that  case,  and  we 
would  not  be  linking  our  assistance  in  any  direct  way  to  that,  be- 
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cause  the  assistance  stands  on  its  own  for  its  contribution  to  Egypt 
and  peace  process  and  to  other  kinds  of  programs  that  I  have  de- 
scribed in  my  presentation. 

Mr.  LlGHTFOOT.  In  other  words,  unless  there  is  an  oversimplifica- 
tion, the  sales  pitch  you  try  to  make  to  the  Egyptians  is  there  is 
a  reason  they  should  be  on  board? 

Ms.  Davis.  That  is  right,  and  I  try  to  do  that  with  each  country, 
because  it  is  easy  enough  to  say  this  treaty  is  in  the  United  States' 
interest,  it  fundamentally  is,  but  each  state  will  join  it  because 
they  see  it  is  in  their  interest,  that  their  neighbors  are  parties,  and 
there  is  a  stability  and  predictabilty  in  the  role  of  nuclear  weapons 
in  their  parts  of  the  world.  That  is  how  we  see  the  ways  that  the 
treaty  promotes  security. 

Our  goal  is  to  convince  each  and  every  state  that  that  is  in  their 
interests.  And  that  is  indeed  our  strategy  for  individual  countries 
within  the  treaty. 

Mr.  LlGHTFOOT.  Thank  you  very  much.  I  had  some  questions 
about  Jordan,  but  I  will  pass  on  that. 

Mr.  Packard.  Thank  you,  Mr.  Chairman.  I  apologize  for  not 
being  here.  I  appreciate  your  insights. 

RUSSIAN  NUCLEAR  REACTOR  SALE 

I  am  distressed  and  disturbed  by  Russia's  ongoing  relationships 
with  Iran.  What  are  the  high-level  negotiations  and  discussions 
that  have  taken  place  between  the  Secretary  and  the  Russian 
President?  I  am  aware  also  there  has  been  an  offering  by  the  ad- 
ministration for  $150  million  in  an  effort  to  try  to  persuade  them 
to  discontinue  their  sales  of  nuclear  materials  to  Iran. 

Could  you  update  us  on  where  that  is  and  should  we  link  our  aid 
package  to  Russia  to  that  issue? 

Ms.  Davis.  First,  the  report  that  we  have  offered  a  certain  sum 
of  money  for  the  Russians  agreeing  to  forego  the  sale  of  nuclear  re- 
actors to  Iran  is  not  correct.  What  we  have  said  is  that  if  the  Rus- 
sians go  ahead  with  their  cooperation  with  Iran,  not  only  would 
that  not  be  in  their  own  security  interests,  but  that  could  stand  in 
the  way  of  our  own  cooperation  with  Russia  in  peaceful  nuclear  ef- 
forts. .  . 

And  that  is  currently  what  we  have  been  saying  to  the  Russians. 

Mr.  Packard.  Do  you  think  they  will  still  go  ahead  in  spite  of 

those  efforts? 

Ms.  Davis.  Reports  out  of  Moscow  suggest  that  in  conversations 
with  Secretary  Perry  they  seem  to  be  committed  to  this  sale,  al- 
though they  have  agreed  to  this  working  group  that  will  look  into 
the  consequences  of  such  a  sale,  and  we  hope  that  that  group  and 
that  various  other  conversations  we  have  may  lead  to  a  summit  to 
persuade  the  Russians  that  how  we  view  Iran  and  the  threat  that 
Iran  poses  to  security  in  the  Middle  East,  to  our  security,  it  is  also 
a  threat  to  their  security,  and  that  they  need  to  put  aside  the  com- 
mercial benefits  that  might  accrue  to  them  if  they  were  not  putting 
at  risk  their  own  security. 

So  that  is  our  goal.  That  is  our  strategy.  And  nothing  is  ever 
easy,  and  it  takes  some  time,  but  that  is  our  long-term  goal. 

Mr.  Packard.  Mr.  Slocombe,  do  you  have  anything  to  add  to 
that? 
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Mr.  SLOCOMBE.  Only  to  clarify  what  my  understanding  is  on  the 
conversations  Secretary  Perry  had  in  Moscow.  This  had  been  re- 
ported in  the  press  as  Perry  saying  we  might  fall  off  our  opposition. 
That  is  not  true. 

What  he  was  doing  was  to  report  accurately  that  Russians  argue 
very  strongly  that  this  sale  is  in  their  commercial  interests  and 
that  they  maintain  that  it  does  not  have  a  capacity  to  contribute 
in  any  significant  way  to  Iran's  nuclear — they  intend  to  go  forward 
with  it,  with  certain  safeguards.  Our  position  remains  as  Secretary 
Davis  has  said. 

Mr.  Packard.  Is  it  true  that  really  we  are  just  a  paper  tiger  in 
our  efforts  to  discourage  them — because  I  understand  that  we  have 
expressed  a  position  that  we  will  not  link  this  to  our  aid  package, 
that  we  will  not  use  our  aid  package  as  leverage  to  push  them  to 
back  off  from  the  nuclear  sales. 

Is  that  our  position?  And  if  so,  does  that  somewhat  neuter  our 
leverage? 

Mr.  Slocombe.  Just  in  terms  of  money,  I  think  it  is  extremely 
unlikely  that  threatening  to  cut  off  our  general  assistance  program 
to  Russia  would  affect  their  decision.  This  is  in  fact  a  very  begin- 
ning contract  for  a  very  sick  nuclear  energy  program  in  Russia. 
And  it  is  the  case,  and  we  do  not  believe  that  it  will  be  in  our  inter- 
est to  cut  off  our  nose  to  spite  our  face.  That  is  to  say,  if  Russia 
does  something  with  respect  to  the  Iran  nuclear  reactor,  we  think 
it  is  a  mistake  and  not  in  Russia's  interest  and  not  in  our  interest. 

It  will  have  some  impact  in  our  relations,  it  may  have  impact  on 
the  Hill,  but  our  view  is  that  we  have  very  broad  interests  in  Rus- 
sia. Particularly  a  lot  of  that  assistance  that  the  Department  of  De- 
fense is  responsible  for  has  to  be  to  reduce  the  existing  Russian 
and  former  Soviet  nuclear  capabilities  that  would  otherwise  be 
aimed  at  us. 

So  that  to  say  we  will  give  the  Russians,  if  they  do  not  do  what 
we  want  them  to  do  and  cancel  this  reactor  deal  with  Iran,  to  say 
we  will  stop  our  threat  reduction  program,  for  example,  will  not  be 
in  our  interest  and  will  have  no  impact  on  the  Russian  decision, 
either. 

I  do  not  agree  with  the  characterization  as  a  paper  tiger.  There 
are  many  situations  when  you  deal  with  foreign  countries  where 
you  have  a  broad  range  of  interests.  You  have  to  work  those  dif- 
ferent interests  and  you  can't  simply  say,  with  great  respect,  this 
is  also  true  with  respect  to  the  human  rights  issue,  we  would  pre- 
fer that  all  these  countries  where  there  are  problems  adopt  better 
human  rights  policies,  but  it  is  often  not  in  our  interests  to  say, 
Well,  if  you  don't  do  it,  that  is  it,  and  that  is  all  with  respect  to 

Mr.  Packard.  I  appreciate  you  mentioning  human  rights.  I  con- 
sider that  as  significant  or  even  more  significant. 

Mr.  SLOCOMBE.  Some  people  are  in  favor  of  doing  it  over  pirated 
video  disks. 

Mr.  Packard.  We  were  talking  about  the  nuclear  sale  of  reactors 
and  so  forth.  However,  in  regard  to  conventional  weapons  systems, 
is  Russia  selling  conventional  weapons  systems  to  Iran  that  would 
be  in  violation  of  what  President  Yeltsin  committed  to  some  time 
ago? 
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Ms.  Davis.  At  this  point,  the  two  Presidents  have  agreed  an  over- 
all approach  that  would  stop  any  future  contract  for  conventional 
arms  sales  to  Iran,  and  to  find  a  way  so  that  past  contracts  could 
be  honored. 

But  before  we  can  completely  resolve  this  issue  with  Russia,  we 
need  to  understand  what  it  means  to  honor  the  past  contracts,  and 
what  would  be  included  in  those,  and  we  are  working  with  the  Rus- 
sians in  hopes  to  be  able  to  bring  to  a  conclusion  at  the  summit. 

The  answer  to  your  question  is,  there  are  still  some  arms  going 
from  Russia  to  Iran,  but  to  the  best  of  our  knowledge  there  have 
been  no  new  contracts  since  the  time  Yeltsin  made  his  announce- 
ment. 

Mr.  Packard.  Are  there  other  countries,  other  former  Soviet  re- 
publics that  are — I  think  in  your  testimony  you  mentioned 
Kazakhstan — back  to  nuclear.  Are  there  other  republics  that  are 
selling  nuclear  materials  to  any  of  the  Middle  East  problem  coun- 
tries, Iran,  Iraq? 

Ms.  Davis.  Not  to  our  knowledge.  That  is  one  of  our  goals,  to 
keep  it  from  being  directly  sold  or  being  smuggled. 

Mr.  Packard.  Kazakhstan? 

Ms.  Davis.  Not  at  this  time.  We  will  follow  up  to  make  sure  what 
I  have  just  said  is  correct. 

[The  information  follows:] 

We  do  receive  reports  that  countries  such  as  Iran  or  Iraq  are  seeking  to  purchase 
nuclear  materials  from  non-Russian  former  Soviet  republics.  In  such  cases  we  con- 
tact the  government  of  the  country  alleged  to  have  been  approached  to  advise 
against  such  trade  and  point  out  the  dangers  of  nuclear  proliferation.  To  the  best 
of  our  knowledge,  no  such  approaches  to  former  Soviet  Republics  have  resulted  in 
a  sale  or  delivery  of  nuclear  materials.  While  Kazakhstan  has  been  approached  in 
the  past  by  countries  of  proliferation  concern,  the  Government  of  Kazakhstan  has 
assured  us  that  no  deliveries  of  such  requested  materials  have  been  made. 
Kazakhstan  has  established  a  clear  record  of  support  for  global  nonproliferation  re- 
gimes, including  the  transfer  of  nearly  600  kilograms  of  highly  enriched  uranium 
to  the  U.S.  last  November. 

Mr.  Packard.  Thank  you. 
Mr.  Callahan.  Mr.  Porter. 

Mr.  Porter.  Thank  you,  Mr.  Chairman.  I  apologize  for  being 
caught  in  my  own  subcommittee  for  so  long. 
Mr.  Callahan.  I  apologize  for  not  being  there  with  you. 
Ms.  Pelosi.  Me  too. 

HUMAN  RIGHTS  IN  TURKEY 

Mr.  PORTER.  I  want  to  talk  about  Turkey.  The  Turkish  military 
has  put  35,000  of  its  troops  across  the  border  with  Iraq  and  is  con- 
tinuing a  genocide  against  its  own  citizens  fleeing  from  that  geno- 
cide. Over  the  last  10  years  Turkey  has  probably  killed  15,000 
Kurds,  has  plowed  under  9,000  villages,  has  provided  no  opportuni- 
ties for  the  Kurdish  people  to  be  equal  participants  in  the  Turkish 
society,  has  prevented  any  assistance,  including  humanitarian  as- 
sistance, from  crossing  the  border  to  Armenia — that  is  U.S.  human- 
itarian assistance,  I  might  add,  costing  us  millions  of  dollars  in 
extra  transportation  costs  just  to  get  help  to  Armenia  under  our 
own  aid  programs — has  systematically  violated  the  human  rights  of 
its  own  citizens,  people  accused  just  of  ordinary  crimes,  detailed 
not  only  by  every  international  human  rights  organizations  but  by 
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our  own  State  Department,  and  has  failed  to  accede  to  U.N.  resolu- 
tions supported  by  the  Security  Council  and  by  this  country  calling 
to  remove  its  troops  from  Cyprus. 

Here  is  an  administration  that  ran  on  criticizing  the  Bush  ad- 
ministration for  not  supporting  human  rights  across  the  world,  not 
only  failing  to  protest  the  use  of  military  equipment  provided  by 
the  United  States  in  a  genocide  against  the  Kurdish  people,  but 
specifically  approving  Turkish  aggression  against  the  Kurds  and 
coming  before  this  subcommittee  to  ask  additional  money  so  that 
they  can  continue  to  do  so. 

I  would  have  to  ask,  at  what  point  does  this  administration  in- 
tend to  assert  its  stated  belief  in  human  rights  and  say  Turkey  has 
gone  too  far?  Is  there  anything  that  they  can  do  that  does  not  of- 
fend our  sensibilities  and  our  values  as  a  country? 

I  believe  very  strongly  that  this  government,  the  Turkish  govern- 
ment of  Prime  Minister  Ciller,  is  irrelevant.  I  think  the  military  is 
in  command  of  this  country.  They  have  made  egregious  mistakes 
that  have  led  to  the  rise  of  fundamentalism  in  their  society,  have 
failed  to  follow  good  economic  policies  so  that  their  economy  is  in 
deep  trouble. 

We  may  be  supporting  a  Turkey  that  may  not  exist.  No  govern- 
ment, in  my  judgment,  that  represses  its  people  on  the  order  that 
Turkey  represses  its  people  is  going  to  be  able  to  claim  their  alle- 
giance for  very  long,  and  a  democracy  that  calls  itself  a  democracy 
but  truly  isn't  a  democracy,  is  truly  run  by  the  military,  it  seems 
to  me  is  going  to  have  very  grave  difficulties  in  the  future. 

In  other  words,  I  think  our  policy  with  Turkey,  while  they  are 
a  very  valuable  ally,  is  a  policy  that  may  be  supporting  a  govern- 
ment that  may  not  exist  any  longer.  It  may  be  through,  and  we  will 
have  a  government  in  there  that  will  be  inimical  to  any  interests 
of  the  United  States,  and  Turkey  will  stop  playing  the  role  we  hope 
it  plays,  especially  with  respect  to  its  neighbors,  Iran  and  Iraq. 

Last  year  this  subcommittee  cut  off  25  percent  of  the  military  aid 
to  Turkey  because  of  human  rights  violations.  In  conference,  we 
ended  up  with  a  10  percent  cut,  which  Turkey  indignantly  said 
they  wouldn't  take  in  any  case.  They  never  indicated  that  perhaps 
there  was  some  basis,  as  I  said,  supported  by  every  single  human 
rights  group  including  our  own  State  Department  for  the  cutoff  of 
that  assistance. 

Now  you  are  asking  for  more  money.  I  find  this  unbelievable.  I 
find  our  policy  in  support  of  Turkey  in  their  genocide  against  the 
Kurdish  people  unbelievable.  And  believe  me,  I  think  any  society 
is  entitled  to  confront  terrorism  and  separatism,  but  I  don't  think 
at  the  price  of  simply  mowing  down  an  entire  group  of  their  own 
population. 

Turkey's  history  in  respect  to  minorities,  all  minorities,  is  an 
egregious  one.  There  is  a  definite  pattern  that  minorities  will  be 
driven  out,  exterminated,  prevented  from  using  even  their  own  lan- 
guage among  themselves.  And  again,  I  think  our  policy  toward  Tur- 
key is  a  disaster. 

I  personally  will  do  everything  I  possibly  can  to  ensure  that 
Turkish  aid  is  not  increased  but  reduced.  I  think  the  United  States 
has  to  stand  for  the  things  that  we  believe  in  as  a  people.  At  the 
core,  our  policies  have  to  be  our  values,  and  we  can't  sit,  particu- 
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larly  in  the  post-Cold  War  world,  where  we  are  not  challenged 
internationally,  and  say  anything  goes  anywhere  to  support  our  in- 
terests. 

I  think  our  interests  at  the  core  lie  in  our  own  values.  And  I 
think  that  the  United  States  is  missing — and  this  administration, 
which  ran,  as  I  said,  on  the  basis  of  promoting  human  rights 
around  the  world — is  missing  the  opportunities  to  stand  up  and  be 
counted  on  the  side  of  a  civilized  world  that  is  ruled  by  law  and 
that  respects  the  dignity  of  every  single  human  being. 

I  find  it  appalling  that  we  have  this  kind  of  policy.  I  think  it  is 
indefensible.  I  suppose  I  don't  have  a  question  because  I  don't  know 
what  you  want  to  say,  but  if  you  would  like  to  respond  to  it,  please 
fell  free  to  do  so. 

Ms.  Davis.  Let  me  just  briefly  respond  and  ask  Mr.  Slocombe  to 
follow  up.  But  I  think  we  would  like  to  begin  by  just  respectfully 
disagreeing  with  respect  to  the  charge  Turkey  is  conducting  a  war 
of  genocide.  We  just  don't  see  evidence  of  that.  And  we  just  would 
respectfully  disagree. 

We  know  that  the  Turkish  government  has  taken  a  step  to 
counter  what  it  believes  to  be  a  serious  terrorist  threat.  We  have 
certainly  discussed  at  the  very  highest  levels  with  the  Turkish  gov- 
ernment our  concern  with  how  they  conduct  that  operation,  a  con- 
cern that  there  not  be  violations  of  human  rights,  and  what  they 
try  to  keep  there  from  being  any  serious  civilian  casualties. 

And  we  have  also  asked  the  government  to  try  to  move  as  quick- 
ly as  possible  to  complete  this  operation. 

Mr.  Porter.  Have  they  given  you  a  timetable  for  withdrawal? 

Ms.  Davis.  I  think  it  would  be  important  for  you  to  have  an  op- 
portunity to  understand  from  the  Turkish  ambassador's  perspective 
how  it  is  he  sees  what  it  is  he  is  trying  to  accomplish,  but  to  make 
quite  clear  the  very  fundamental  points  that  you  have  make,  which 
we  share  with  you,  and  that  is,  when  we  talk  to  the  Turks  we  do 
raise  with  them  our  concerns  about  their  human  rights  situation. 

We  have,  quite  frankly,  not  been  pleased  with  the  steps  that  they 
have  taken.  But  that,  in  our  view,  is  not  a  reason  to  stop  support- 
ing a  very  valuable  ally,  who  stands  in  the  center  of  three  con- 
tinents where  instability  and  conflict  are  threatened  and  are  erupt- 
ing. 

That  ally  is  very  important  to  the  United  States  and  needs  to  be 
sustained  and  supported  beyond  these  specific  individual  cases. 

Mr.  Porter.  Regardless  of  what  they  do? 

Ms.  Davis.  Not  regardless  of  what  they  do,  but  because  it  is  still 
central  to  our  security  and  where  we  need  to  find  security  in  that 
part  of  the  world,  that  rather  than  isolate  those  who  would  most 
be  responsible  for  keeping  Turkey  on  the  right  path  as  a  secular 
state,  as  a  democratic  state,  not  to  isolate  us  from  those  people,  but 
rather  to  continue  to  be  part  of  how  they  see  that  country  evolving. 

And  our  view  is  it  is  in  the  interests  of  the  United  States. 

Mr.  Porter.  Ms.  Davis,  our  European  allies  do  not  agree  that 
there  is  not  a  genocide  going  on  against  the  Kurdish  people.  All  of 
them,  through  the  European  parliament,  have  been  extremely  criti- 
cal of  this  operation,  not  supportive  like  the  United  States.  Exactly 
the  opposite.  Germany  has  taken  great  issue  with  what  is  happen- 
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ing  in  northern  Iraq.  The  agreement  on  a  customs  union  with  Eu- 
rope, it  hangs  in  the  balance. 

Ms.  Davis.  It  will  be  voted  on  by  the  parliament 

Mr.  Porter.  It  won't  be  because  they  have  agreed  not  to  bring 
it  up.  It  seems  to  me  maybe  Turkey  is  trying  to  leverage  their  occu- 
pation of  Iraq  in  return  for  an  agreement  to  bring  it  up.  I  wouldn't 
doubt  it. 

But  the  fact  of  the  matter  is  that  the  United  States  is  not  with 
its  European  allies  on  this  question.  The  Kurds  are  being  system- 
atically eliminated  by  this  government  of  the  Turkey. 

I  don't  believe  the  civilian  government  of  Turkey  is  a  democracy 
at  all.  They  are  a  democracy  to  the  point  where  the  military  says, 
We  are  taking  over,  which  they  have  done  in  the  past. 

Ms.  Davis.  We  would  like  an  opportunity  to  work  through  our 
evidence  with  your  staff  and  try  to  convince  you  of  essentially  what 
is  happening  and  why  it  is  we  come  to  the  judgment  that  we  do 
with  respect  to  the  charge  of  genocide. 

[The  information  follows:] 

We  respectfully  disagree  with  the  assertion  that  the  Government  of  Turkey  is 
practicing  genocide  against  the  Kurdish  minority.  There  are  estimates  that  more 
than  12  million  Kurds  live  in  Turkey.  Kurds  have  been  largely  assimilated  into  the 
political,  economic  and  social  life  of  the  nation.  Most  parliamentary  representatives 
from  southeastern  Turkey  are  ethnic  Kurds.  Several  cabinet  ministers,  more  than 
25  percent  of  parliamentarians,  and  other  government  officials  claim  an  ethnic 
Kurdish  background. 

The  government's  military  operations  in  the  southeast  are  directed  against  a  ter- 
rorist group  which  threatens  all  Turkish  citizens  in  the  region,  including  Kurds  Its 
interest  is  to  protect  its  citizens  of  all  ethnic  backgrounds,  not  harm  them. 

Mr.  Porter.  By  the  way,  I  brought  these  matters  up  with  the 
Turkish  ambassador  with  a  letter,  invited  him  to  come  in  and  sit 
down  in  my  office  to  discuss  them,  but  he  won't  do  it. 

Mr.  Torres.  Will  the  gentleman  yield? 

Mr.  Porter,  is  this  purging  and  other  non-democratic  postures  by 
the  Turkish  government  only  against  Kurds? 

Mr.  Porter.  Oh,  no.  They  systematically  torture  people  that  are 
accused  of  crime. 

The  documentation,  if  I  may  tell  my  colleague  from  California,  of 
their  human  rights  abuses  throughout  their  society  is  very  clear  by 
every  human  rights  organization.  Our  State  Department  reports 
the  same  things.  But  they  are  particularly  targeting  a  large  minor- 
ity population  of  probably  15  million  people,  preventing  them  from 
using  their  own  language,  preventing  them  from  having  their  own 
schools  or  having  their  own  customs. 

Mr.  Torres.  That  is  various  ethnic  groups? 

Mr.  Porter.  Kurds  we  are  talking  about.  This  is  an  egregious 
progrom  against  a  people,  and  if  it  isn't  genocide,  the  world  per- 
haps has  never  seen  genocide.  This  is  genocide,  believe  me 

Mr.  Torres.  I  thank  the  gentleman. 

Mr.  SLOCOMBE.  Mr.  Chairman,  could  I  say  a  word  from  the  de- 
fense perspective  on  this? 

Without  getting  into  the  issue  of  genocide,  there  is  no  question 
that  Turkey's  human  rights  record  is  very  bad.  There  is  also  no 
question  that  it  faces  a  real  problem,  as  I  think  your  statement  ac- 
knowledges, of  insurrection  and  terrorism  from  Kurdish  extremism. 
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In  trying  to  counter  that,  they  have  often  been  their  own  worst 
enemy. 

Mr.  Porter.  With  that  I  agree. 

Mr.  SLOCOMBE.  That  said,  for  us  to  base  our  policies  solely  on 
Turkey's  human  rights  record  would  be  very  shortsighted. 

First  of  all,  it  would  be  shortsighted  from  the  human  rights  point 
of  view,  because  any  alternative  government  in  Turkey  is  likely  to 
be  very,  very  substantially  worse  than  the  current  government.  The 
system,  which  for  all  of  its  imperfections,  does  depend  on  elections. 
The  military  has  a  powerful  role  but  it  is  not  a  military  dictator- 
ship and  it  is  not  a  military  takeover.  Any  alternative  government 
is  likely  to  be  substantially  worse  on  treatment  of  minorities  and 
human  rights  issues. 

In  other  areas,  Turkey  is  of  immense  importance  to  the  United 
States.  We  have  bases  there.  It  is  Turkish  acquiescence  and  co- 
operation which  is  dependent  on  Provide  Comfort,  which  was  a  re- 
lief operation,  as  you  know,  which  feeds  the  Turkish  operation  in 
northern  Iraq.  They  play  a  critical  role  in  the  Balkans,  in  Central 
Asia.  They  are  one  of  the  relatively  few  Muslim  states  that  are 
heavily  challenged  by  Islamic  fundmentists  and  extremists,  that  is 
trying  to  remain  a  secular  regime,  not  perfect,  not  what  I  would 
want  to  live  under,  but  a  great  deal  different  from  a 
hypernationalist,  hyperfundamentalist  regime  that  might  take  over 
in  Turkey  from  the  present  system,  as  I  say. 

So  there  are  big  issues  at  stake  here  in  deciding  whether  or  not 
to  let — the  specific  details,  I  agree,  the  Turkish  human  rights 
record  is  terrible — to  let  our  concerns  about  that  completely  domi- 
nate our  policy  with  respect  to  Turkey. 

Mr.  Porter.  If  I  may  say  so,  to  show  how  bankrupt  our  policy 
is,  we  are  on  the  one  hand  providing  comfort  to  the  Kurds  in  north- 
ern Iraq  and  on  the  other  hand  approving  their  slaughter  by  the 
Turkish  troops  occupying  a  portion  of  the  territory  that  is  protected 
by  the  Operation  Provide  Comfort.  That  is  a  policy  that  strikes  me 
as  insane,  very  frankly. 

Secondly,  I  am  not  questioning  just  their  human  rights  record. 
I  am  questioning  the  ability  of  this  government  to  be  a  government 
of  this  country  in  the  future.  They  will  raise  with  you  the  issue, 
"Oh,  if  we  are  not  here  it  is  going  to  be  worse  because  the  fun- 
damentalists will  take  over."  I  think  the  fundamentalists  will  take 
over  because  it  is  worse.  In  other  words,  this  government  is  losing 
touch  with  its  own  people  because  it  is  basing  its  main  thrust  upon 
the  repression  of  people. 

Governments  have  to  be  viewed  as  friendly  to  their  people  or 
they  don't  last,  democratic  or  undemocratic.  And  it  seems  to  me 
that  what  ought  to  happen  here  is  that  our  military,  which  is  the 
only  influence  that  the  Turks  listen  to  at  all,  Bill  Perry  ought  to 
go  over  there  and  sit  down  with  their  chief  of  staff  or  whatever  his 
title  is  and  say,  Some  changes  have  to  be  made.  This  is  out  of  con- 
trol. This  is  something  the  United  States  cannot  support  and  will 
not  support  in  the  future. 

Why  we  need  to  sell  them  more  arms  at  a  time  when  they  are 
using  our  arms  in  ways  that  are  against  our  law  in  repressing  their 
own  people  and  killing  innocent  people  is  beyond  me,  and  I  can't 
understand  how  this  administration  can  possibly  support  it. 
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I  think  it  is  a  bankrupt  policy.  I  think  it  will  lead  to  a  worse  re- 
sult and  a  Turkey  that  will  not  be  at  all  within  the  orbit  of  the 
United  States  if  it  goes  along  much  farther. 

Ms.  Davis.  Secretary  Christopher  and  Secretary  Perry  have 
raised  this  at  each  occasion  with  the  senior  leadership  in  Turkey. 
So  there  is  no  question  that  human  rights  has  been  on  the  agenda 
and  has  been  an  important  part  of  our  policy  with  respect  to 

Mr.  Porter.  Why  are  they  such  a  good  ally  if  for  21  years  we 
have  been  telling  them  they  have  to  get  out  of  Cyprus  and  they 
don't?  After  the  Cold  War  ends  we  say,  "Hey,  let  humanitarian  as- 
sistance come  into  Armenia  at  least,"  and  they  say,  "No  way,  we 
are  not  going  to  let  anything  go  in."  They  do  everything  that  they 
want,  they  do  nothing  that  we  ask  them  to  do,  yet  they  are  our 
wonderful  ally  and  we  have  to  give  them  more  aid  and  military 
supplies. 

Ms.  Davis.  As  Mr.  Slocombe  was  saying,  we  have  bases  there.  It 
is  a  very  important  relationship  we  have  in  that  part  of  the  world 
for  another  set  of  dangers  in  the  Middle  East  and  Persian  Gulf. 

They  are  helping  us  in  the  Provide  Comfort  operations.  They  do 
quite  a  lot  for  us.  Now,  again,  it  is  not  perfect,  but  it  is  quite  a  lot. 
So  don't  forget  that  as  you  weigh  the  balance  and  as  you  think 
about  the  various  problems. 

Mr.  Porter.  How  much  in  surplus  military  equipment  do  they 
receive  through  the  Department  of  Defense? 

Mr.  Slocombe.  I  will  get  the  number. 

Mr.  Porter.  Do  you  have  a  ball  park? 

Mr.  Slocombe.  No,  but  we  will  get  you  the  number. 

[The  information  follows:] 

During  FY  94,  we  notified  potential  transfers  of  excess  defense  articles  to  Turkey 
of  $108.6  million  in  acquisition  value  and  $22.9  million  in  current  value.  In  FY  93, 
we  notified  $626  million  in  acquisition  value  and  $115.9  million  in  current  value. 
This  was  the  high  point  and  reflects  the  height  of  the  American  drawdown  in  Ger- 
many and  the  notification  of  50  A-10  attack  aircraft  which  Turkey  turned  down. 
Actual  deliveries  reported  in  FY  94  were  $104  million  in  acquisition  value  and  $28 
million  in  current  value.  In  FY  93,  $126  million  in  acquisition  value  and  $35  million 
in  current  value  were  reported  delivered.  In  comparing  the  notified  and  delivered 
values,  it  is  important  to  note  that  delivery  of  items  often  happens  in  the  fiscal  year 
after  the  notification  takes  place,  and  that  much  equipment  notified  is  turned  down 
by  the  recipient  country  because  of  condition  or  associated  support  costs. 

Mr.  Porter.  I  know  my  time  is  up,  Mr.  Chairman,  but  I  really 
think  our  government  ought  to  rethink  this  policy.  It  is  a  bankrupt 
policy  that  will  lead  to  a  much  worse  result  and  it  violates  the  very 
basic  values  of  our  own  country.  It  is  unacceptable. 

FMF  REQUEST  FOR  TURKEY 

Mr.  Callahan.  To  follow  up  somewhat  on  the  gentleman's  re- 
quest, we  are  going  to  mark  our  bill  up  sometime  within  the  next 
60  days.  You  indicate  that  Turkey's  officials  are  coming  to  visit 
shortly.  You  might  extract  from  the  record  the  testimony  by  Con- 
gressman Porter  and  convey  to  the  Turkish  representatives,  who- 
ever they  might  be,  a  very  serious  problem  with  the  administra- 
tion's request. 

In  addition  to  the  military  assistance,  you  are  asking  us  for  $100 
million,  a  lot  of  money,  in  cash  transfers.  That  program  could  be 
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very  seriously  jeopardized  unless  Congressman  Porter's  questions 
are  answered  in  a  timely  fashion  prior  to  the  markup. 

So  I  would  encourage  you  to  convey  to  the  Turkish  representa- 
tives our  very  serious  concern  about  that,  and  unless  a  sufficient 
response  satisfying  Mr.  Porter's  concerns  is  not  transferred  through 
you  to  this  committee,  then  we  are  going  to  have  a  very  difficult 
time,  and  also  I  assume  that  this  is  the  last  stage  of  this  military 
support  program.  This  is  the  final  year.  Do  you  understand  it  that 
way? 

Ms.  Davis.  The  current  programs  that  are  being  funded  by  these 
grant  loans  are  being  completed  in  fiscal  year  1996. 

Mr.  Callahan.  So  you  wouldn't  anticipate  that  in  1997  you  are 
going  to  be  coming  back  and  asking  for  any  more? 

Mr.  SLOCOMBE.  To  be  direct  with  you,  sir,  I  cannot  make  that  in- 
dication. The  Department  of  Defense  believes  that  we  need  to  look 
at  our  long-term  relationship  with  Turkey  and  whether  that  would 
include  additional  FMF  to  sustain  the  force,  to  sustain  the  equip- 
ment. It  is  not  all  for  the  F-16s.  It  is  a  decision  that  will  be  made 
in  the  course  of  preparing  the  budget  for  next  year. 

Ms.  Davis.  That  is  the  position  of  the  State  Department  as  well. 
I  think  it  is  important  for  the  committee  to  understand  that  there 
has  been  a  program  underway  in  Turkey  that  is  now  going  to  be 
completed  with  this  set  of  proposals. 

Mr.  Callahan.  This  program,  you  are  telling  us  it  is  possible  the 
administration  may  come  back  with  a  new  long-term  program  be- 
ginning in  1997;  is  that  right? 

Ms.  Davis.  We  are  just  starting  our  budget  process  right  now. 

Mr.  Callahan.  You  might  tell  the  officials  from  Turkey  of  Mr. 
Porter's  concern,  and  tell  them  that  this  final  year  of  commitment 
is  in  jeopardy  of  being  renewed,  and  this  $100  million  transfer  is 
in  very  serious  jeopardy  unless  some  substantial  evidence  is  forth- 
coming within  a  timely  period  of  time  to  satisfy  Mr.  Porter'  request. 

Mr.  Porter.  Thank  you,  Mr.  Chairman. 

BERUNDI 

Mr.  Callahan.  What  contingency  plan  does  the  administration 
have  for  dealing  with  the  possible  civil  war  in  Burundi?  That  is 
coming,  we  anticipate,  and  we  want  to  know  what  plan  of  action 
is  being  considered.  What  are  we  doing,  waiting  for  it  to  happen? 

Mr.  Slocombe.  We  don't  discuss  contingency  plans  in  detail  in 
public. 

Mr.  Callahan.  Do  you  want  to  go  up  to  that  room  upstairs  like 
when  we  had  that  other  meeting? 

Mr.  Slocombe.  We  can  do  that  if  necessary.  I  think  I  can  give 
you  a  general  answer. 

First  of  all,  there  are  about  a  thousand  foreigners,  several  hun- 
dred are  Americans,  and 

Mr.  Callahan.  How  many? 

Mr.  Slocombe.  My  recollection  is  about  1,000  foreigners  and  sev- 
eral hundred  Americans.  It  often  is  the  case 

Mr.  Callahan.  Several  hundred  Americans?  Have  they  been  ad- 
vised to  get  out  of  there? 

Mr.  Slocombe.  We  have  a  so-called  noncombat  evacuation  plan 
for  many  countries;  Burundi  is  certainly  one  of  them.  I  don't  think 
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we  have  yet  asked  for  withdrawal,  which  is  normally  a  first  stage. 
You  get  out  by  going  and  buying  a  ticket. 

In  addition,  the  administration  is  concerned  about  the  possibility 
of  having  happen  in  Burundi  essentially  what  happened  in  Rwanda 
last  year,  that  is,  a  mass  slaughter.  And  we  will  be  making  propos- 
als, first  consulting  with  the  Congress  about  those  proposals,  for  an 
international  response  to  try  to  prevent  that  from  happening, 
which  would  essentially  be  a  multinational  force,  without  U.S.  com- 
bat troops,  but  drawing  from  European  and  African  countries  pri- 
marily, with  U.S  logistic  support. 

The  question  of  funding  that  is  something  we  will  obviously  have 
to  discuss  with  the  Congress,  not  only  the  policy  question,  is  this 
something  we  are  prepared  to  do,  but  it  will  cost  money,  and  where 
will  the  money  come  from.  We  will  be  discussing  that  with  the  Con- 
gress in  the  next  few  days. 

Mr.  Callahan.  Well,  I  suppose  if  we  want  the  answer,  we  will 
have  to  go  into  closed  hearing  to  make  certain  that  we  do  have  an 
adequate  plan  of  action. 

Mr.  SLOCOMBE.  This  is  not  the  forum  to  do  it,  but  there  will  be 
consultation  in  the  next  few  days  with  the  Congress  about— not 
only  the  evacuation  of  civilians  issue,  but  the  possibility  of  a  U.S. 
support  for  an  international  force  to  go  in  and  try  to  prevent  what 
happened  in  Rwanda  last  year. 

NORTH  KOREA  ENERGY  DEVELOPMENT  ORGANIZATION 

Mr.  Callahan.  Let  me  ask  one  more  question  and  then  we  will 
go — the  President's  1996  request  includes  $22  million  in  support  of 
the  framework  agreement  with  North  Korea.  Of  these  funds,  $3.5 
million  will  be  used  to  support  the  administration  of  the  Korean 
Energy  Development  Organization  which  will  administer  the  agree- 
ment. According  to  administration  officials,  the  rest  will  be  used  for 
fuel  purchases  for  North  Korea  and  to  support  the  acquisition  of 
light  water  reactors. 

As  a  statutorily  designated  Communist  nation  duly  identified  by 
the  Secretary  of  State  as  providing  support  for  international  terror- 
ism, North  Korea  is  probably  subject  to  at  least  a  dozen  statutory 
prohibitions  against  receiving  U.S.  aid. 

Is  the  President  really  contemplating  using  the  614  waiver  au- 
thority in  the  Foreign  Assistance  Act  to  bypass  these  prohibitions? 

Ms.  Davis.  Let  me  provide  you  for  the  record  the  various  provi- 
sions that  we  have  at  least  discovered  that  might  be  raised  by  this 
proposal,  and  then  make  the  following  statement  with  respect  to 
how  we  would  then  be  providing,  and  that  is  that  any  contribution 
to  KEDO  would  have  to  be  pursuant  to  a  special  authority,  and 
that  could  be  either  under  section  614  or  section  451  of  the  Foreign 
Assistance  Act. 

So  we  have  at  least  discovered  nine  that  could  be  raised  here.  It 
depends  in  part  on  whether  it  is  direct  assistance  or  indirect  assist- 
ance and  which  one  would  actually  be  triggered  under  that.  What 
I  am  saying  is  that  we  would  come  back  to  the  Congress  and  use 
one  of  those  authorities. 

[The  information  follows:] 

Question.  Mr.  Callahan,  as  a  statutorily  designated  Communist  nation  duly  iden- 
tified by  the  Secretary  of  State  as  providing  support  for  international  terrorism, 
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North  korea  is  probably  subject  to  at  least  a  dozen  statutory  prohibitions  against 
receiving  U.S.  aid. 

Is  the  President  really  contemplating  using  the  614  waiver  authority  in  the  For- 
eign Assistance  Act  to  bypass  these  prohibitions? 

Answer.  We  have  determined  that  the  following  provisions  might  apply  to  expend- 
itures implementing  the  U.S.-DPRK  Agreed  Framework  of  October  21,  1994,  de- 
pending on  the  nature  of  the  expenditures: 

Sec.  307(a)  of  the  Foreign  Assistance  Act  (FAA),  as  amended  by  section  431  of  the 
Foreign  Relations  Authorization  Act,  FY  194-95,  Pub.  L.  103-236,  which  restricts 
the  use  of  the  International  Organizations  and  Programs  (IO&P)  account  for  the 
U.S.  proportionate  share  for  programs  for  specified  countries,  including  the  DPRK. 

Sec.  516  of  the  Foreign  Operations  Appropriations  Act  (FOAA),  Pub.  L.  103-306, 
which  also  restricts  the  use  of  IO&P  funds  for  the  U.S.  proportionate  share  for  pro- 
grams for  specified  countries,  including  the  DPRK. 

Sec.  523  of  the  FOAA,  which  restricts  indirect  financing  of  assistance  to  specified 
countries,  including  the  DPRK. 

Sec.  507  of  the  FOAA,  which  restricts  direct  financing  of  assistance  to  specified 
countries,  including  the  DPRK. 

Sec.  620A  of  the  FAA,  which  restricts  assistance  to  countries  found  to  be  support- 
ing international  terrorism. 

Sec.  529  of  the  FOAA,  which  also  restricts  assistance  to  countries  found  to  be  sup- 
porting international  terrorism. 

Sec.  620(f)  of  the  FAA,  which  restricts  assistance  to  any  communist  country,  spe- 
cifically including  the  DPRK 

Sec.  530  of  the  Foreign  Relations  Authorization  Act,  FU  1994-95,  Pub.  L.  103- 
236,  which  restricts  assistance  to  any  non-nuclear  weapons  state  found  to  have  ter- 
minated, abrogated,  or  materially  violated  an  IAEA  full-scope  safeguards  agree- 
ment. 

Sec.  506  of  the  FOAA,  which  restrict  the  use  of  funds — other  than  IO&P  funds — 
to  finance  the  export  of  nuclear  equipment,  fuel,  or  technology,  except  for  nuclear 
safety  purposes. 

Mr.  Callahan.  We  have  another  six  minutes  here  because  we 
started  six  minutes  late.  We  are  going  to  divide  two  minutes,  two, 
four,  six.  We  will  start  with  you,  Ms.  Pelosi. 

Ms.  Pelosi.  Thank  you,  Mr.  Chairman. 

FUNDING  FOR  TURKEY 

In  the  interests  of  time,  all  I  can  do  is  associate  myself  most  en- 
thusiastically with  Mr.  Porter's  concerns.  You  can  just  say  yes  or 
no.  Is  one  to  assume  the  administration  is  not  rethinking  any  of 
its  funding  for  Turkey  in  light  of  the  incursion  into  Iraq? 

Ms.  Davis.  That  is  correct. 

Ms.  Pelosi.  Has  the  administration  officially  decided  to  deny  the 
commercial  sale  of  almost  500  CBU-87  cluster  bombs  to  Turkey? 

Ms.  Davis.  This  is  not  an  issue  because  there  is  no  request  for 
these  cluster  bombs. 

Ms.  Pelosi.  There  is  no  request.  Okay. 

It  is  amazing,  every  time  I  hear  the  administration  testify  I  get 
so  discouraged,  and  when  Mr.  Potter  arrives  on  the  scene  I  get 
hopeful. 

PROLIFERATION 

Mr.  Packard,  I  completely  agree  with  you  that  proliferation  is  an 
incredibly  important  issue.  As  the  saying  goes,  one  nuclear  bomb 
could  ruin  your  whole  day.  So  to  see  the  relativity  that  we  deal — 
no  pun  intended — that  we  deal  with  this  issue  one  place  or  another 
is  very  interesting  to  me.  And  I  think  that  what  the  administration 
could  use  a  dose  of  is  some  consistency  in  policy. 
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For  example,  when  we  say  to  the  Chinese,  "Oh,  yes,  you  have 
sold  weapons  to  Pakistan  and  it  is  one  level," — but  the  commercial 
interests  in  our  country  object,  so  it  is  a  different  level.  And  we  will 
ignore  all  the  evidence  to  the  contrary  about  what  the  seriousness 
of  the  Chinese  sale  of  missile  technology  to  Pakistan  was,  and  then 
say  to  the  Russians,"  What  do  you  mean,  it  is  in  your  commercial 
interests."  They  learn  from  us.  We  hear  that  all  the  time,  don't  we? 
We  hear  why  should  we  not  do  something  in  our  commercial  inter- 
ests if  somebody  else  is  going  to  sell  it  to  them  anyway? 

So  I  couldn't  agree  with  you  more,  proliferation  is  up  there  as  an 
issue. 

HUMAN  RIGHTS 

I  also  want  to  say,  on  human  rights,  the  Holocaust  was  a  human 
rights  violation.  We  are  not  talking  about,  wouldn't  it  be  nice  if 
more  people  had  an  opportunity  to  gather  in  the  square.  We  are 
talking  about  being  alive  and  not  being  subjected  to  the  activities 
of  a  repressive  regime. 

I  think  Chechnya  and  the  actions  in  Chechnya,  and  the  potential 
nuclear  sale  to  Iran  should  give  us  very  serious  pause.  But  we  have 
no  leverage  because  we  surrender  our  leverage  on  the  altar  of  trade 
every  day  of  the  week  in  every  other  country,  so  how  do  we  bring 
a  sanctimonious  argument  to  the  Russians? 

Our  Chairman  mentioned  Burundi,  and  it  is  interesting  to  me  to 
see  that  you  have  a  request  for  IMET  for  Burundi.  Is  that  still  a 
part  of  the  request? 

Ms.  Davis.  Yes. 

Ms.  Pelosi.  How  much  is  it? 

Ms.  Davis.  There  are  a  hundred  countries.  We  don't  keep  each 
one 

Mr.  SLOCOMBE.  I  think  $100,000  is  the  allocation  for  FY95, 
$125,000  is  requested  for  FY96. 

Ms.  Pelosi.  So  you  are  still  going  through  the  request  for 
$125,000  for  Burundi? 

Mr.  Slocombe.  Some  of  the  FY95  funds  have  been  spent  and  in 
light  of  recent  events  we  are  considering  whether  we  would 
even 

Ms.  Pelosi.  So  you  are  considering  it. 

Mr.  Slocombe.  We  are  considering  whether  we  would,  if  we  got 
the  appropriation,  which  would  after  all  be  for  next  year,  actually 
spend  it. 

Ms.  Pelosi.  What  about  the  $250,000  for  Guatemala? 

Mr.  Slocombe.  We  talked  about  that  earlier. 

Ms.  Pelosi.  I  am  sorry,  I  had  to  run  upstairs  to  Intelligence.  I 
missed  that. 

Mr.  SLOCOMBE.  The  Guatemala  IMET  is  all  suspended  except  for 
these  three  teams,  and  they  are  under  review  now. 

Ms.  Pelosi.  I  appreciate  that. 

Ms.  Davis.  Can  I  comment  on  the  balance  of  commercial  inter- 
ests and  our  nonproliferation  interests? 

Ms.  Pelosi.  I  am  glad  you  didn't  mention  human  rights  because 
I  think  there  has  been  a  total  abdication  of  the  administration  on 
that  subject.  But  on  the  balance  of  proliferation  and  trade. 
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Ms.  Davis.  Something  I  spend,  as  you  know,  an  enormous 
amount  of  time  trying  to  work  through.  No  Western  European 
country  undertakes  nuclear  cooperation  with  Iran.  So  in  each  of 
these  countries,  the  commercial  interests  have  been  put  aside  in 
favor  of  ensuring  that  there  not  be  this  proliferation  of  these  kinds 
of  technologies  and  dangers. 

We  are  asking  of  Russia  nothing  more  than  we  have  asked  of 
ourselves  and  we  are  asking  of  them  to  put  aside  these  commercial 
interests  for  their  own  security  as  well  as  for  the  security  of  the 
rest  of  the  world.  So  it  seems  to  me  that  we  have  led  by  example 
in  that  case,  and  that  is  why  we  have  that  argument  with  respect 
to  the  Russians. 

Ms.  PELOSI.  Obviously  the  Russians  can  turn  around  and  say, 
"When  there  is  big  money  in  it  for  you,  you  can  look  the  other  way 
in  terms  of  proliferation,  trade  violations  and  human  rights." 

I  appreciate  your  answer.  I  think  your  job  is  probably  one  of  the 
most  important  ones  in  the  administration.  And  I  just  hope  that  in 
addition  to  telling  the  Turks  about  the  concerns  on  this  committee 
about  Turkey,  that  you  tell  the  administration  about  our  concerns 
about  Turkey  and  proliferation  and  consistency  as  well. 

Thank  you,  Mr.  Chairman.  Thank  you  very  much. 

Mr.  Callahan.  Thank  you. 

Mr.  Porter. 

Mr.  Porter.  Do  I  understand  correctly,  I  wasn't  here  either, 
there  is  no  money  for  Guatemala? 

Mr.  SLOCOMBE.  There  is  money  in  the  program  before  the  com- 
mittee for  Guatemala.  However,  it  is  all  been  suspended  except  for 
three  teams  which  are  still — all  the  IMET  which  would  bring  Gua- 
temala military  and  civilian  officials  to  the  United  States  has  been 
on  hold. 

Mr.  PORTER.  Under  whose  order  is  it  on  hold? 

Ms.  Davis.  The  administration  made  that  determination  around 
the  10th  of  March. 

Mr.  Slocombe.  There  are  three  so-called  mobile  education  teams 
which  are  scheduled  to  go  to  Guatemala.  Whether  that  will  happen 
is  under  review. 

Mr.  Porter.  Again,  if  I  may  say  so  for  the  record,  the  situation 
in  Guatemala  and  the  situation  in  Turkey  only  differs  in  the  way 
the  government  goes  about  eliminating  the  people  it  wants  to  elimi- 
nate. In  Turkey  they  are  very  direct.  They  get  out  and  mow  down 
the  villages,  and  they  have  created  3  million  refugees  by  driving 
people  from  their  homes  and  destroying  them. 

In  Guatemala  the  government  troops  simply  arrive  in  the  night 
and  people  disappear,  and  they  are  found  by  the  roadside  with  a 
bullet  in  their  head.  The  same  kind  of  systematic  repression  of 
their  own  people  by  regimes,  in  my  judgment,  are  no  longer  deserv- 
ing the  support  of  their  people.  That  is  why  I  think  our  policies  in 
support  of  such  regimes  are  ultimately  policies  of  failure. 

Thank  you. 

Mr.  Callahan.  Mr.  Torres. 

Mr.  Torres.  Thank  you,  Mr.  Chairman. 

I  just  simply  want  to  say  that  the  record  should  show  that  other 
Members  of  the  committee  share  the  concerns  that  Representative 
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Porter  has  articulated  so  well  here  today.  I  want  to  be  included 
among  those. 

ARMS  TRADE  CODE  OF  CONDUCT  LEGISLATION 

I  would  simply  ask  the  question  in  another  vein,  has  the  admin- 
istration evaluated  the  arms  trade  code  of  conduct  legislation  that 
has  been  introduced  by  Representative  McKinney  and  Senator  Hat- 
field? 

Ms.  Davis.  We  have,  and  we  have  looked  at  the  overall  goals  of 
that  legislation,  and  indeed  would  agree  very  much  that  the  goals 
in  that  legislation  to  promote  democracy,  respect  human  rights,  en- 
sure that  countries  are  not  undertaking  armed  aggression  and  sup- 
porting their  responsibilities  under  the  U.N.  register  of  conven- 
tional arms,  are  very  important  criteria,  and  among  the  criteria  we 
would  use  as  we  look  at  individual  arms  transfer  decisions. 

We  are  not  comfortable  that  these  be  mandated  into  law,  and  we 
would  also  not  be  comfortable  that  this  set  of  criteria  be  the  only 
set  of  criteria  that  would  come  into  that  determination. 

We  have  tried  to  lay  out  a  set  of  criteria  in  our  own  arms  trans- 
fer policy,  and  as  we  review  case  by  case  each  of  these  issues,  we 
go  back  and  look  at  these. 

And  quite  frankly,  there  will  then  become  times  in  which  individ- 
ual countries  do  not  meet  all  of  those  criteria  but  where  you  would 
still  wish  to  go  ahead  with  some  arms  transfers.  So  we  are  not 
comfortable  with  the  lack  of  flexibility  that  might  be  part  of  this 
legislation,  and  would  wish  to  continue  the  pattern  of  the  ways  we 
go  about  it  today,  and  that  is  the  review  that  we  do,  a  very  strict 
review,  case  by  case,  of  individual  decisions,  consultations  with  the 
Congress,  in  considerable  detail,  and  then  the  notifications. 

And  I  believe  that  that  particular  process  is  working  well,  and 
one  that  we  shouldn't  change  in  such  a  way  as  described  in  that 
code  of  conduct. 

Mr.  TORRES.  But  you  would  be  opposed  to  any  statutory  provi- 
sions that  the  Congress  might 

Ms.  Davis.  That  is  right.  To  mandate  legislative  approval  is  not 
the  best  way,  we  believe,  to  go  about  ensuring  the  goals  that  we 
both  share,  and  also  it  would  leave  us  without  the  flexibility  to  un- 
dertake certain  kinds  of  transfers  in  particular  cases  that  might 
not  meet  totally  those  particular  criteria. 

For  example,  some  of  our  coalition  partners  in  the  Middle  East 
are  very  important  to  us.  We  believe  that  we  should  be  going  ahead 
with  arm  sales  to  those  countries.  And  they  might  not  meet  each 
and  every  one  of  those  criteria. 

Mr.  TORRES.  Mr.  Chairman,  I  would  yield  the  30  seconds  I  have 
remaining  to  the  gentlelady  from  California  for  a  question. 

Ms.  PELOSI.  Thank  you,  Mr.  Chairman. 

RECOUPMENT  FEES 

Mr.  Chairman,  I  just  want  to  ask  a  question  about  the  adminis- 
tration's support  for  an  initiative  to  repeal  the  tax  on  U.S.  weapons 
sold  abroad.  Is  that  something  you  could  address,  Madam  Sec- 
retary? 

The  Arms  Export  Control  Act  currently  requires  that  recoupment 
fees  be  charged  on  military  foreign  sales  of  major  military  equip- 
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ment,  as  you  know.  The  fees  are  intended  to  reimburse  the  U.S. 
taxpayer  for  the  $35  billion  annual  cost  of  military  research  and 
development  that  support  the  design  and  production  of  these  weap- 
ons. 

During  the  last  five  years  foreign  governments  paid  nearly  $1 
billion  in  recoupment  fees  to  the  U.S.  Treasury.  I  think  repealing 
this  tax  would  be  inconsistent  with  the  need  to  reduce  the  deficit 
and  would  present  a  real  danger  to  global  peace  and  the  security 
of  our  fighting  men  and  women. 

Mr.  SLOCOMBE.  I  saw  the  headline.  It  is  not  obviously  a  tax.  And 
it  is  R&D  recoupment  charge.  By  a  decision  made  some  years  ago, 
these  charges  are  no  longer  applied  to  direct  commercial  sales.  This 
creates  a  situation  in  which  there  is  an  advantage  to  purchasing 
countries  to  proceed  by  direct  commercial  sale. 

That  seems  to  us  not  a  good  idea  because  we  have  substantially 
more  oversight  and  control  for  FMS  sales  than  for  direct  commer- 
cial sales.  It  has  been  the  position  of  the  administration  I  think  in 
previous  years  as  well  as  this  one  that  we  believe  that  we  should 
be  able  to  waive  R&D  recoupment  charges  on  FMS  purchases,  that 
is,  purchases  through  the  foreign  military  sales  system  as  opposed 
to  the  direct  commercial  as  well  across  the  board. 

Ms.  Davis.  Why  do  you  think  that  is  a  bad  idea? 

Ms.  PELOSI.  Well,  because  the  U.S.,  according  to  the  Congres- 
sional Research  Service,  supplies  70  percent  of  the  weapons  on  the 
world  market — 70  percent  of  the  world  market.  There  seems  to  be 
a  market  for  our  products.  I  don't  see  why  we  have  to  relinquish 
the  opportunity  to  make  a  billion  dollars  in  recoupment  from  many 
of  those  sales. 

Mr.  Slocombe.  It  would  be  hard  for  it  to  be  a  billion  dollars  in 
any  year  at  the  likely  levels  we  will  be  talking  about  in  the  future. 
The  issue  of  the  U.S.  getting 

Ms.  PELOSI.  It  is  the  money,  Madam  Secretary.  Why  do  I  think? 
For  the  money. 

Ms.  Davis.  For  the  money  for  the  U.S.  Treasury? 

Ms.  Pelosi.  Yes. 

Mr.  Torres.  Reduce  the  deficit. 

Ms.  Pelosi.  Reduce  the  deficit. 

Mr.  Slocombe.  Only  if  the  sale  is  made  at  all.  If  it  is  not 

Ms.  Pelosi.  I  am  sorry 

Mr.  SlocOmbe.  We  only  collect  the  recoupment  if  the  sale  is 
made. 

Ms.  Pelosi.  Of  course.  That  is  what  I  am  talking  about,  sales 
that  are  made. 

Mr.  SLOCOMBE.  In  situations  where  there  is  a  foreign  supplier, 
it  may  create  a  price  disadvantage  for  the  U.S.  And  second,  it  will 
often  be  the  case  that  the  purchaser  has  the  option  of  going  to  di- 
rect merchant  sale,  in  which  case  we  lose  the  money  anyway. 

Ms.  Davis.  And  we  lose  some  of  the  controls  that  we  would  prefer 
to  have. 

Ms.  Pelosi.  But  70  percent  of  the  market.  So  I  think  we  have 
a  big  market  share. 

Anyway,  my  time  has  expired. 

Ms.  Davis.  But  look  how  much  the  market  has  gone  down.  I 
knew  you  wanted  to  see  my  chart. 
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Mr.  SLOCOMBE.  Just  for  the  record 

Mr.  Callahan.  Just  let  me  say  for  the  record  that  we  are  going 
to  close  the  meeting.  But  I  might  tell  you  on  a  positive  note,  be- 
cause the  Chair  happens  to  agree  with  your  position,  both  on 
recoupment  and  on  the  McKinney  legislation,  at  least  we  do  agree. 

We  do  appreciate  very  much  both  of  you  coming  this  morning  for 
testimony.  And  we  will  include  your  entire  testimony  and  we  will 
also  permit  any  Member  of  the  committee  who  wants  to  pose  a 
question  the  opportunity  to  submit  them  in  writing,  and  would  re- 
quest your  expeditious  response. 

Ms.  Davis.  We  will  provide  you  with  those  that  we  took  for  the 
record. 

[Question  and  answers  for  the  record  follow:] 

Questions  for  the  Record  Submitted  by  Chairman  Callahan 

SUBMITTED  TO  DEPARTMENT  OF  DEFENSE 

Jordan 

Question.  The  FY96  foreign  aid  request  includes  $30  million  for  Jordan  in  grant 
FMF  as  well  as  a  supplemental  request  for  $275  million  to  forgive  the  remaining 
Jordanian  debt.  Nearly  $300  million  of  the  $488  million  in  Jordanian  debt  is  in  out- 
standing FMF  loans.  In  other  words,  if  the  administration's  request  for  Jordan  is 
fully  approved,  we  will  be  providing  Jordan  with  well  over  $300  million  in  new  FMF 
or  old  FMF  debt  forgiveness. 

As  you  know,  this  is  more  than  the  Congress  had  anticipated  for  fiscal  years  1995 
and  1996.  While  I  know  that  we  all  consider  aiding  Jordan  a  high  priority,  could 
you  please  comment  on  the  supposed  "urgency"  of  providing  all  these  funds  imme- 
diately. I  would  note  that  I  spoke  with  King  Hussein  personally  last  week,  and  he 
did  not  express  a  sense  of  urgency  with  respect  to  the  timing  of  Jordanian  debt  for- 
giveness. He  simply  stated  his  hope  that  the  United  States  would  meet  the  Presi- 
dent's full  commitment  as  soon  as  our  domestic  budget  permitted. 

Answer.  Debt  forgiveness  was  first  offered  to  Jordan  last  summer  as  an  incentive 
for  them  to  conclude  a  peace  treaty  with  Israel.  Jordan  acted  courageously  in  sign- 
ing the  treaty  last  October,  and  it  is  important  that  we  now  honor  our  pledge.  For- 
giving the  remainder  of  their  debt  now  is  essential  to  build  the  confidence  of  the 
peace  constituency  in  Jordan  and  in  the  region. 

Full  debt  forgiveness  will  have  significant  benefits  for  stabilizing  the  Jordanian 
economy,  which  has  been  susceptible  to  swings  in  public  confidence  related  to  the 
peace  process.  Jordan  is  taking  steps  to  implement  the  IMF  stand-by  agreement  and 
is  meeting  its  target.  Despite  these  efforts,  Jordan  is  hampered  by  one  of  the  largest 
debt  burdens  in  the  world.  Debt  forgiveness  will  help  create  a  more  favorable  cli- 
mate for  private  sector  investment. 

FMF  funds  of  $30M  are  needed  now  to  help  remedy  Jordan's  serious  deficiencies 
in  border  security  equipment  and  sustainment.  Years  of  minimal  FMF,  coupled  with 
Jordan's  debt  burden,  have  resulted  in  a  Jordan  Armed  Forces  badly  in  need  of 
spare  parts,  ammunition,  and  modernization. 

Foreign  Military  Financing 

Question.  Mr.  Slocombe,  in  your  testimony  you  refer  to  the  fact  that  of  the  $3.5 
billion  in  grant  Foreign  Military  Financing  request  for  FY96,  only  $250.91  is  "left 
over"  to  fund  our  worldwide  requirements  once  Israel  and  Egypt  FMF  is  subtracted. 
It  is  the  observation  of  many  that  this  simply  isn't  much  money  to  run  a  "world- 
wide" security  assistance  program. 

Do  you  have  enough  security  assistance  resources  to  meet  the  varied  objectives 
laid  out  in  your  testimony,  or  are  we  at  the  point  where  our  security  assistance  pro- 
gram is  more  rhetoric  than  substance? 

Specifically,  is  it  your  determination  that  our  security  assistance  program  is  ade- 
quately funded  at  the  present  time  or  has  it  been  cut  too  much  over  the  past  dec- 
ade? 

Answer.  Security  assistance  has  decreased  substantially  in  the  past  decade.  The 
FY86  FMF  program  was  $5.19B  compared  to  the  FY96  FMF  request  of  $3.35 IB, 
which  provides  both  FMF  grants  and  loans.  This  is  a  35%  reduction  in  the  past  10 
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years.  Our  FMF  request  for  FY96  is  sized  to  meet  our  objectives  with  regard  to  the 
many  regions  of  the  world  where  military  assistance  is  needed  and  specific  pro- 
grams such  as  Partnership  for  Peace,  Baltic  Peacekeeping  Battalion  and  assistance 
for  Central  Europe.  Of  course,  we  are  also  requesting  financing  for  Israel,  Egypt  and 
an  increased  amount  for  Jordan  to  support  peace  efforts  in  that  region. 

Our  security  assistance  budget  request  represents  the  minimum  amount  of  mili- 
tary assistance  we  believe  is  needed  to  maintain  and  expand  U.S.  military  presence 
and  influence  around  the  globe.  I  strongly  encourage  the  Committee  to  fully  fund 
the  Administration's  FY96  security  assistance  budget  request. 

IMET 

Question.  What  is  the  post-Cold  War  rationale  for  the  IMET  program?  Isn't  one 
of  the  underlying  purposes  of  IMET  to  develop  military  contacts  between  the  U.S. 
military  and  foreign  militaries?  Is  the  DoD  Military-to-Military  Contact  Program  a 
duplication  of  the  IMET  program?  Should  these  two  programs  be  combined? 

Answer.  IMET  remains  a  critical  and  extremely  effective  program  designed  to  pro- 
fessionalize foreign  friends  and  allies'  militaries.  This  program  goes  far  beyond  just 
military  contacts;  it  trains  individuals,  primarily  in  the  U.S.,  alongside  our  own 
military,  civilians,  and  other  foreign  students.  Additionally,  by  training  in  the  U.S., 
the  foreign  student  is  provided  an  opportunity  to  experience,  first  hand,  life  in 
America  while  hopefully  gaining  an  appreciation  for  our  beliefs.  IMET  and  the  Mili- 
tary-to-Military Contact  program  are  not  duplicative.  IMET  is  a  low-cost,  grant  pro- 
gram providing  professional  military  education  and  training  to  foreign  military  and 
civilian  personnel. 

The  Military-to-Military  Contact  Program  is  a  program  designed  to  facilitate 
quick  and  broad  military-to-military  contacts  with  emerging  democracies,  primarily 
within  their  region.  It  has  been  a  highly  important  and  successful  element  of  our 
expanding  defense  relationship  with  the  countries  of  Central  Europe.  It  is  not  a 
training  program. 

Given  these  distinctions,  the  two  programs  should  not  be  combined. 

Egyptian  Aid 

Question.  In  1995,  outlays  from  the  $1.3  billion  provided  for  the  Foreign  Military 
Financing  grant  to  Egypt  generated  $250  million  in  new  outlays,  according  to  the 
Congressional  Budget  Office.  However,  the  same  budget  authority  of  $1.3  billion  is 
projected  to  generate  over  $920  million  in  new  outlays  in  1996.  That  means  without 
changing  any  other  number  in  our  bill  for  the  coming  year,  we  are  already  $670 
million  in  new  outlays  over  last  year's  number. 

My  understanding  is  that  these  outlays  track  expenditures  for  commitments  made 
under  "cash  flow  financing"  for  FMF,  in  which  annual  expenditures  are  used  to  liq- 
uidate obligations  to  fund  contracts  that  have  already  been  signed.  In  a  way,  we 
mortgage  our  future — at  least  our  future  outlays — through  such  a  system. 

Could  you  explain  how  cash  flow  financing  works,  and  how  we  can  avoid  problems 
like  the  one  we  confront  in  1996,  in  which  the  same  appropriated  program  level  for 
Egypt  for  Foreign  Military  grants  will  cost  the  subcommittee  an  unanticipated  $670 
million  in  outlays? 

Answer.  For  the  record,  I  am  submitting  a  report,  entitled  "Report  on  Cash  Flow 
Financing  Foreign  Military  Sales  Program,"  which  fully  explains  how  cash  flow  fi- 
nancing works.  The  report  also  addresses  a  number  of  controls  the  Department  of 
Defense  has  established  for  monitoring  cash  flow — the  underlying  primary  control 
is  that  disbursements  (i.e.,  outlays)  do  not  exceed  the  annual  FMF  allocation.  Be- 
cause a  number  of  Egyptian  FMS  systems  are  maturing,  disbursements  (for 
progress  payments  and  contractor  reimbursement)  have  increased  accordingly  (fur- 
ther evidenced  by  the  percentage  of  new  outlays  increasing  from  2rr  to  79rr  of  the 
annual  FMF  allocation  during  the  past  four  budget  years).  We  could  not  reconcile 
to  the  $250  million  cited  by  the  Congressional  Budget  Office  as  new  outlays  relating 
to  the  1995  allocation  of  $1.3  billion.  The  Office  of  Management  and  Budget's  1995 
outlay  estimate  was  $351  million.  This  narrows  the  outlay  increase  between  1995 
and  1996  to  $569  million. 
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REPORT  ON  CASH  FLOW  FINANCING 
FOREIGN  MILITARY  SALES  PROGRAM 

Section  25(a)(5)(B)  of  the  Arms  Export  Control  Act  (AECA) 
requires  a  report  that  provides  the  following  information  on  those 
FMS  countries  with  approved  cash  flow  financing  in  excess  of 
$100,000,000  as  of  October  1,  1994,  for  whom  Security  Assistance 
financing  is  requested  in  FY  1996: 

a.  The  amount  of  such  approved  cash  flow  financing, 

b.  a  description  of  the  administrative  ceilings  and  controls 
applied,  and 

c.  a  description  of  the  financial  resources  otherwise 
available  to  pay  such  approved  cash  flow  financing. 

Section  25(d)  of  the  AECA  states  that  "...  the  term  'cash  flow 
financing'  means  the  dollar  amount  of  the  difference  between  the 
total  estimated  price  of  Letter  of  Offer  and  Acceptance  (LOA)  or 
other  purchase  agreement  that  has  been  approved  for  financing.   The 
term  "U.S.  financing,"  as  used  in  this  report,  includes  Foreign 
Military  Financing  (FMF)  grants  and  loans  and  Military  Assistance 
Program  (MAP)  grants. 

In  actual  practice,  there  ^re  four  ways  to  finance  FMS  purchase 
agreements.   These  are: 

a.  Cash  financing.   The  country  agrees  to  finance  an  FMS  case 
from  national  funds,  either  through  a  dependable  undertaking  for 
sales  from  procurement,  or  by  cash  prior  to  delivery  for  sales  from 
DoD  inventories . 

b.  Full  commitment  financing.   U.S.  financing  is  committed  for 
the  full  value  of  a  purchase  agreement  during  the  fiscal  year  that 
the  purchase  agreement  is  accepted.   Actual  payment  may  be  spread 
over  several  years. 

c.  Mixed  cash  and  commitment  financing.   The  country  agrees  to 
finance  a  portion  of  the  case  with  budgeted  national  funds,  and  U.S. 
financing  is  committed  for  the  balance  of  the  case  to  supplement  the 
amount  of  national  funds  available.   No  requirement  to  apply 
additional  U.S.  financing  in  future  years  is  anticipated  for  such 
split-financed  purchase  agreements. 

d.  Cash  flow  financing.   U.S.  financing  is  not  initially 
reserved  for  the  full  value  of  the  purchase  agreement.   Rather,  it  is 
anticipated  to  be  reserved  during  the  year  in  which  payments  become 
due. 
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Only  the  Egyptian  and  Israeli  programs  are  fully  financed  by 
cash  flow  procedures  as  defined  in  d.  above.   In  the  past,  DoD  has 
selectively  approved  cash  flow  financing  for  major  sales  to  other 
countries.   Although  countries  make  planning,  programming,  and 
budgeting  assumptions  regarding  U.S.  financing,  as  should  be 
expected,  each  LOA  contains  agreement  that  the  country  will  make 
payments  in  case  U.S.  financing  is  not  available. 

The  following  countries  had  approved  cash  flow  financing  in 
excess  of  $100  million  as  of  October  1,  1994.   For  the  purposes  of 
this  report,  the  cash  flow  balances  shown  below  represent  the 
difference  between  the  value  of  purchase  agreements  and  the  amount  of 
U.S.  financing  applied,  less  the  amount  of  payments  in  the  country's 
national  funds  that  had  been  received  toward  these  purchase 
agreements  as  of  October  1,  1994.   We  have  also  deducted  uncommitted 
U.S.  financing  balances  available  for  application  to  these  purchase 
agreements.   If  these  funds  were  not  considered,  the  true  amount  of 
cash  flow  financing  would  be  overstated. 

Egypt.   Virtually  all  of  Egypt's  FMS  program  is  financed  on  a 
cash  flow  basis.   Egypt's  cash  flow  balance  of  $2.0  billion  is 
related  primarily  to  sales  of  F-16  aircraft,  air  defense  system 
integration,  missiles,  radars,  Apache  helicopters,  follow-on  support, 
and  M1A1  tank  coproduction  with  payments  due  through  2000.   Egypt 
will  continue  to  depend  upon  Congressional  appropriation  to  meet  cash 
flow  payment  requirements  in  future  years. 

Israel.   The  Israeli  program  is  fully  financed  by  cash  flow 
procedures.   As  of  October  1,  1994,  Israel's  cash  flow  balance 
exceeds  $3.1  billion,  with  payments  due  extending  through  2000. 
Israel  has  full  expectation  of  receiving  grants  in  amounts  sufficient 
to  pay  for  all  of  its  military  purchases  from  United  States  sources. 

Turkey.   Cash  flow  financing  of  $420  million  by  the  Government 
of  Turkey  (GOT)  is  related  to  the  purchase  of  F-16  Peace  Onyx  I 
aircraft.   Turkey  has  pledged  a  total  of  $1  billion  in  national  funds 
toward  this  purchase,  of  which  $852.6  million  was  collected  as  of 
October  1,  1994.   GOT  has  agreed  to  commit  $250  million  of  each 
year's  U.S.  financing  toward  this  sale,  a  total  of  $2.75  billion  in 
U.S.  financing  had  been  formally  committed  as  of  October  1,  1994. 
Payments  due  on  this  program  extend  through  1996. 

Cash  flow  financing  of  an  additional  $225  million  by  GOT  is 
related  to  the  purchase  of  F-16  Peace  Onyx  II  aircraft.  Various 
countries  have  pledged  a  total  of  $2.5  billion  in  national  funds 
toward  this  program,  and  GOT  has  pledged  a  total  of  $500  million  of 
national  funds.  The  program  entails  the  purchase  of  80  aircraft 
under  Peace  Onyx  II;  a  total  of  $1.43  billion  of  national  funds  had 
been  collected  as  of  October  1,  1994.   Payments  due  on  this  program 
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ttend  through  1996. 

The  amounts  shown  above  do  not  include  the  application  of 
FY  1995  financing  against  these  programs. 

The  Department  of  Defense  has  instituted  a  number  of  controls  to 
limit  the  approval  of  cash  flow  financing  and  to  manage  approved  cash 
flow  programs.   These  include: 

a.  Review  and  approve  the  financial  terms  of  all  FMS  cases, 
regarding  the  type  of  financing  arrangements,  and  all  FMF  financed 
commercial  contracts.   This  is  accomplished  centrally  by  the  Defense 
Security  Assistance  Agency. 

b.  Continually  review  the  financial  status  of  each  country's 
program  to  insure  that  adequate  funds  are  available  to  pay  supplies 
and  to  cover  termination  liability. 

c.  Determine  the  financial  arrangements  for  each  new  major 
multi-year  program  before  the  sale  is  made. 

d.  Earmark  U.S.  financing  to  meet  payments  due  on  existing 
programs  during  each  fiscal  year,  prior  to  committing  funds  for  new 
cases,  where  national  funding  is  not  assured. 

e.  Require  full  commitment  financing  and  limit  the  issuance  of 
cash  offers  to  countries  that  have  encountered  shortfalls  in  national 
funding. 

f.  Maintain  strict  accountability  for  the  financial  status  of 
each  country's  program,  including  the  utilization  of  U.S.  financing 
and  the  application  of  national  funds  to  FMS  purchases. 

g.  Develop  financial  projections  to  assist  countries  in 
managing  available  FMF  balances  and  in  budgeting  for  adequate  levels 
of  national  funds. 

h.   Schedule  periodic  meetings  with  responsible  financial 
personnel  from  each  country  to  review  the  overall  program  and  develop 
plans  for  utilization  of  existing  and  anticipated  resources. 
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Rationale  for  Military  Aid  in  the  Post-Cold  War  Era 

Question.  During  the  Cold  War  period,  military  aid  was  regarded  as  a  central  tool 
of  American  foreign  policy,  especially  in  light  of  a  significant  potential  threat  from 
the  Soviet  Union.  In  view  of  the  many  changes  in  the  international  environment 
caused  by  the  end  of  the  Cold  War,  a  fundamental  re-assessment  of  the  role  of  secu- 
rity assistance  in  American  foreign  policy  seems  necessary  and  appropriate. 

What  is  the  rationale  for  U.S.  military  assistance  in  the  post-Cold  War? 

Answer.  Although  the  Cold  War  is  over,  today's  uncertain  environment  still  pre- 
sents a  variety  of  threats  to  our  security  including: 

Efforts  by  rogue  regimes  to  build  or  acquire  weapons  of  mass  destruction. 

Attempts  by  regional  powers  hostile  to  U.S.  interests  to  dominate  their  respective 
regions  through  aggression,  intimidation,  or  terror. 

International  conflicts  among  ethnic,  national,  religious,  or  tribal  groups  that  un- 
dermine regional  stability,  impede  democratic  reform  and  stifle  economic  growth. 

Transitional  criminal  enterprises  which  thrive  where  national  governments  are  ei- 
ther weak  or  complicit. 

American  military  power  serves  as  the  principal  means  by  which  we  protect  our 
interests  against  these  threats.  The  Administration's  budget  request  is  designed  to 
promote  regional  peace  and  stability  through  a  balance  of  economic  assistance,  mili- 
tary assistance,  and  defense  training.  When  our  vital  interests  are  at  stake,  we  are 
prepared  to  defend  them  alone.  Sometimes,  however,  we  can  achieve  better  results 
at  lower  costs  to  human  life  and  national  treasure  by  leveraging  our  power  and  re- 
sources through  alliances  and  multilateral  institutions.  We  have  a  strong  stake, 
therefore  in  helping  our  allies  and  coalition  partners  to  strengthen  their  defense  so 
that  they  can  share  the  common  defense  burden. 

Consolidation  of  Military  Aid  Programs 

Question.  No  matter  what  the  rationale  for  military  aid,  does  it  make  sense  to 
consolidate  all  of  our  existing  military  aid  programs  into  one  integrated  program? 
Why  is  it  necessary  to  have  an  FMF  credit  program  separate  from  IMET?  Why  not 
consolidate  these  programs  into  one  military  aid  account  that  is  used  to  support  fun- 
damental U.S.  national  security  interests? 

Answer.  IMET  and  FMF  appropriations  must  remain  distinct  and  separate  for  the 
following  reasons: 

IMET  was  designed,  and  remains  today,  as  a  program  to  professionalize  foreign 
militaries.  FMF  was  designed  to  assist  our  allies  and  friends  with  the  purchase  of 
defense  equipment  to  maintain  an  independent  fighting  capability,  thereby  minimiz- 
ing the  potential  need  for  U.S.  involvement.  The  FMF  program  also  supports  foreign 
military  interoperability  with  U.S.  armed  forces. 

A  separate  IMET  appropriation  ensures  that  the  funds  will  be  used  for  profes- 
sional training  programs  as  justified,  by  country,  to  the  Congress. 

SUBMITTED  TO  THE  STATE  DEPARTMENT 

Peacekeeping  and  Military  Assistance 

Question.  One  of  the  clear  themes  throughout  the  administration's  FY96  foreign 
aid  request  is  its  emphasis  on  peacekeeping.  For  example,  funding  for  voluntary 
contributions  to  peacekeeping  is  increased  by  $25  million  to  $100  million.  A  signifi- 
cant portion  of  our  non-Middle  East  security  assistance  is  now  being  used  to  support 
training  for  peacekeeping  related  purposes.  The  Baltic  Battalion  and  the  President's 
Warsaw  Initiative  are  important  examples  of  this  trend. 

Could  you  please  describe  for  the  subcommittee  the  various  administration  initia- 
tives in  the  peacekeeping  area? 

Answer.  The  Administration  is  working  to  keep  peacekeeping  a  useful  tool  for  re- 
sponding to  threats  to  international  peace  and  security  while  minimizing  the  need 
for  unilateral  U.S.  involvement.  We  are  working  hard  to  reform  UN  peacekeeping 
by: 

Strengthening  the  UN's  Department  of  Peacekeeping  Operations. . 

Helping  the  UN  to  speed  deployment  of  peacekeeping  forces  and  a  mission  head- 
quarters once  an  operation  is  authorized. 

Lowering  the  amount  the  U.S.  pays  toward  UN  peacekeeping  assessments  from 
30.4%  to  25%,  by  October  1995. 

Supporting  the  Convention  on  the  Safety  of  Peacekeepers,  passed  by  the  UN  Gen- 
eral Assembly  in  December  1994. 
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In  addition,  the  U.S.  is  working  closely  with  the  UN's  Department  of  Humani- 
tarian Affairs  (DHA)  to  help  DHA  identify  its  core  functions  and  restructure  accord- 
ingly. 

Besides  seeking  improvements  in  the  UN,  we  are  also  impressed  with  and  taking 
advantage  of  the  growing  ability  of  regional  organizations  to  take  over  some  of  the 
burden  of  providing  peacekeeping  assistance  in  a  number  of  areas.  For  example,  the 
West  African  states  which  compose  ECOWAS  have  helped  keep  order  in  Liberia  for 
much  less  than  the  cost  of  a  full-fledged  UN  peacekeeping  operation.  In  Nagorno- 
Karabakh,  an  eventual  ceasefire  monitoring  and  enforcement  mechanism  will  be 
spearheaded  by  the  Organization  for  Security  and  Cooperation  in  Europe,  again  at 
less  cost  to  the  U.S.  than  a  UN  operation.  Multilateral  enforcement  of  UN  sanctions 
strengthens  the  ability  of  the  international  community  to  address  threats  to  peace 
and  stability  without  resorting  to  armed  intervention. 

Most  of  those  voluntary  peacekeeping  activities  are  supported  in  our  budget 
through  the  Peacekeeping  Operations  (PKO)  account  for  which  we  are  seeking  $100 
million  for  FY  1996.  In  addition,  small  amounts  of  Foreign  Military  Financing  will 
provide  support  to  peacekeeping  units  in  Europe  (the  Baltic  Battalion)  and  the  Car- 
ibbean (the  Caribbean  Regional  Peacekeeping  Fund)  in  order  to  strengthen  regional 
efforts  to  contain,  respond  to  and  resolve  conflict. 

It  is  important,  therefore,  that  we  continue  to  strengthen  the  capabilities  of  both 
the  UN  and  regional  organizations,  in  order  to  share  the  burden  of  international 
peacekeeping.  The  United  States  benefits  by  having  more  options,  rather  than 
fewer,  in  its  efforts  to  manage  international  conflicts  and  avoid  wider  wars. 

Question.  One  of  the  clear  themes  throughout  the  Administration's  FY  1996  for- 
eign aid  request  is  its  emphasis  on  peacekeeping.  For  example,  funding  for  vol- 
untary contributions  to  peacekeeping  is  increased  by  $25  million  to  $100  million.  A 
significant  portion  of  our  non-Middle  East  security  assistance  is  now  being  used  to 
support  training  for  peacekeeping  related  purposes.  The  Baltic  Battalion  and  the 
President's  Warsaw  Initiative  are  important  examples  of  this  trend. 

If  you  combined  the  Administration's  FY  1996  request  for  voluntary  and  assessed 
contributions  for  peacekeeping  with  the  various  FMF  peacekeeping  training  and 
support  efforts  like  the  Baltic  Battalion,  approximately  how  much  would  this 
amount  to? 

Answer.  Support  for  regional  peacekeeping  measures  is  a  cost-effective  means  of 
enforcing  and  verifying  cease-fire  and  other  peace  arrangements  in  many  parts  of 
the  world.  We  expect  to  see  a  continuing  trend  toward  peacekeeping  operations 
funded  on  a  voluntary  basis  while  large  UN  assessed  operations  should  be  the  ex- 
ception in  future  years. 

In  addition  to  our  requests  for  funding  for  UN  and  voluntary  peacekeeping  oper- 
ations, several  elements  of  the  Administration's  FMF  request  will  also  support 
peacekeeping  activities.  $5  million  will  be  used  to  support  and  equip  the  Baltic 
Peacekeeping  Battalion,  building  on  a  highly  successful  multilateral  effort  begun  in 
FY  1995.  Another  $3  million  of  our  FMF  request  is  for  the  Caribbean  Regional 
Peacekeeping  Fund  which  will  further  U.S.  objectives  by  improving  the  capability 
of  Caribbean  states  to  take  part  in  peacekeeping  activities,  reducing  the  over-reli- 
ance on  U.S.  forces  and  resources. 

Warsaw  Initiative  funding  is  designed  to  ensure  the  success  of  our  efforts  to  build 
a  secure  and  stable  Europe  by  helping  partners  get  started  in  the  Partnership  for 
Peace  (PFP).  FMF  funding  will  be  used  to  facilitate  participation  in  PFP  activities. 
Preparing  partners  for  future  peacekeeping  missions  is  a  core  objective  of  PFP,  and 
Warsaw  Initiative  funding  will  help  meet  this  objective  by  supporting  peacekeeping 
training,  exercises  and  related  activities.  The  exact  amount  will  be  determined  as 
programs  of  cooperation  between  partners  and  NATO  are  developed  at  NATO.  How- 
ever, it  is  important  to  note  that  while  Warsaw  Initiative  funding  may  support  de- 
velopment of  partners'  ability  to  participate  in  peacekeeping,  it  is  not  a  peacekeep- 
ing initiative.  Rather,  these  funds  are  intended  to  support  increased  security  co- 
operation with  former  Warsaw  Pact  countries  and  thereby  further  the  evolution  and 
expansion  of  NATO. 

A  portion  of  the  FMF  funding  requested  for  Central  Europe  Defense  Infrastruc- 
ture will  also,  as  appropriate,  support  dedicated  peacekeeping  units  in  Central  Eu- 
ropean nations,  similar  to  our  assistance  to  the  Baltic  Battalion.  Again,  however, 
this  would  not  be  intended  as  a  peacekeeping  initiative,  but  rather  as  a  way  of  ex- 
panding security  cooperation  and  NATO  compatibility  with  Central  European  coun- 
tries. A  collateral  benefit  would  be  a  larger  pool  of  professional  peacekeepers  which 
will  reduce  the  need  for  deployment  of  U.S.  troops  for  peacekeeping  operations. 

Taken  together,  all  of  the  Administration's  proposals  in  support  of  peacekeeping 
activities,  including  assessed  and  voluntary  contributions  to  peacekeeping  oper- 
ations as  well  as  modest  amounts  of  military  assistance  to  forces  which  would  par- 
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ticipate  in  such  operations  total  about  $560  million,  or  less  than  10  percent  of  our 
total  security  assistance  budget  request.  Given  the  importance  of  these  programs  in 
containing  conflicts  and  reducing  the  need  for  unilateral  U.S.  action,  these  requests 
represent  a  modest  and  sound  investment  in  protecting  U.S.  interests. 

Somalia 

Question.  I  know  that  the  executive  branch  has  initiated  an  investigation  of  this 
matter  [unsecured  US  supplied  intelligence  materials  found  at  the  temporary 
UNOSOM  office  on  Feb.  27].  While  I  do  not  wish  to  discuss  the  classified  contents 
of  the  materials  themselves,  could  you  please  bring  us  up  to  date  on  these  investiga- 
tions? 

Answer.  On  March  3  Joint  Chiefs  of  Staff  Chairman  General  Shalikashvili  tasked 
USCINCCENT  to  investigate  the  possible  compromise  of  US  classified  material.  The 
Report  of  the  Investigation  was  released  to  the  appropriate  Senate  and  House  com- 
mittees on  April  18.  Congressional  members  and  staff  will  be  briefed  on  the  findings 
of  the  investigation  at  that  time. 

Question.  I  am  also  interested  in  determining  who  in  the  US  government  author- 
ized the  sharing  of  these  materials  [with  UNOSOM]  I  understand  from  my  staff 
that  matters  like  these  require  extensive  interagency  discussion  and  review.  Are  we 
exercising  sufficient  restraint  and  oversight  at  the  most  senior  levels  of  the  inter- 
agency process  to  make  certain  that  this  does  not  happen  again? 

Answer.  After  a  mission-specific  decision  has  been  made  by  US  policymakers,  the 
Director  of  Central  Intelligence  authorizes  intelligence  sharing  arrangements  with 
UN  missions,  including  those  provided  to  UNOSOM.  The  Administration  has  acted 
promptly  and  at  senior  levels  to  ensure  that  the  provision  of  sanitized  intelligence 
to  UN  officers  is  properly  coordinated  and  is  in  US  national  interests.  Intelligence 
disseminated  outside  of  LTSG  control  is  considered  released.  The  sanitization  process 
ensures  that  sources  and  methods  are  not  compromised  regardless  of  who  eventually 
takes  possession  of*  it.  Nevertheless,  the  US  Intelligence  Community  is  tightening 
its  Concept  of  Operations  for  sharing  US-sanitized  intelligence,  and  the  US  Mission 
to  the  United  Nations  is  working  with  senior  UN  peacekeeping  officers  on  reviewing 
UN  procedures  for  handling  US-provided  products. 

Conventional  Arms  Transfer  Policy 

Question.  What  will  be  the  net  effect  of  the  new  Conventional  Arms  Transfer  Pol- 
icy on  U.S.  arms  sales? 

Answer.  We  do  not  know  whether  the  policy  will  increase  or  decrease  sales.  This 
administration  does  not  review  any  particular  level  of  sales  as  desirable. 

The  new  policy  statement  codifies  policies  that  the  Administration  has  been  fol- 
lowing in  this  area  for  the  past  two  years  for  decisions  on  individual  arms  transfers. 
It  does  not  represent  a  new  departure  from  our  current  national  security  and  for- 
eign policy  interests  abroad. 

We  should  not  that,  due  to  long-term  market  changes,  U.S.  arms  sales  agreements 
under  this  Administration  have  returned  to  levels  below  our  historical  average,  and 
well  below  the  uniquely  high  level  just  after  the  Gulf  War. 

Question.  Are  U.S.  arms  sales  now  dropping  after  the  post  Gulf  War  increases  of 
the  past  few  years? 

Answer.  Yes.  U.S.  government-to-government  arms  sales  agreements  under  this 
Administration  have  returned  to  levels  below  our  historical  average,  and  well  below 
the  uniquely  high  level  just  after  the  Gulf  War.  We  registered  just  under  $13  billion 
in  such  agreements  in  FY  1994,  and  estimate  this  figure  to  be  $8.8  billion  in  FY 
1995. 

Question.  Will  the  United  States  attempt  to  resume  arms  transfer  discussions  like 
the  Bush  administration  P-5  talks  with  other  global  arms  providers? 

Answer.  We  don't  foresee  resuming  that  particular  forum.  We  are  pursuing  a 
more  promising  restraint  regime  through  our  efforts  to  negotiate  the  COCOM  suc- 
cessor regime.  This  negotiation  includes  almost  all  of  the  world's  major  arms  suppli- 
ers, and  we  hope  to  eventually  include  Russia  and  other  former  Warsaw  Pact  states, 
if  they  meet  the  regime's  criteria. 

Our  goals  for  this  regime  are  that  it  will:  1)  advance  transparency  of  transfers 
of  conventional  arms  and  related  technology;  2)  establish  serious  international  con- 
trols on  these  transfers,  and;  3)  promote  restraint — particularly  to  dangerous  states 
and  regions  of  concern. 
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North  Korea 

Question.  As  a  statutorily  designated  communist  nation  duly  identified  by  the  Sec- 
retary of  State  as  providing  support  to  international  terrorism,  North  Korea  is  prob- 
ably subject  to  at  least  a  dozen  statutory  prohibitions  against  receiving  US  aid.  Is 
the  President  really  contemplating  using  the  614  waiver  authority  in  the  Foreign 
Assistance  Act  to  bypass  all  of  these  prohibitions? 

Answer.  The  Agreed  Framework  signed  between  the  United  States  and  the  Demo- 
cratic People's  Republic  of  Korea  on  October  21,  1994  addresses  U.S.  and  inter- 
national concerns  about  North  Korea's  nuclear  weapons  program.  In  addition,  the 
Agreed  Framework  provides  an  opportunity  to  address  our  many  concerns  about 
North  Korean  behavior  in  areas  such  as  terrorism,  missile  proliferation,  human 
rights,  and  MIA/POWs.  If  fully  implemented,  it  will  lead  ultimately  to  the  complete 
dismantlement  of  North  Korea's  current  nuclear  program.  Thus,  the  signing  of  the 
Agreed  Framework  was  a  major  step  forward  in  the  pursuit  of  U.S.  and  inter- 
national non-proliferation  goals. 

Under  the  Framework,  the  U.S.  was  to  "organize  under  its  leadership  an  inter- 
national consortium  to  finance  and  supply  the  LWR  project  to  be  provided  to  the 
DPRK."  We  indicated  to  our  trilateral  partners — Japan  and  South  Korea — that  the 
U.S.  would  provide  the  initial  start-up  costs  of  the  consortium,  and  thereafter  would 
share  the  annual  operating  costs  of  the  consortium  equally  with  those  governments. 
The  consortium  was  established  officially  on  March  9,  1995  as  the  Korean  Peninsula 
Development  Organization  (KEDO)  by  the  governments  of  the  United  States,  Re- 
public of  Korea,  and  Japan.  Six  other  governments  are  currently  in  the  process  of 
becoming  members  of  KEDO.  Nearly  all  of  the  financing  for  this  project — estimated 
at  over  $4  billion — will  be  provided  by  South  Korea  and  Japan. 

If  the  U.S.  is  to  provide  the  start-up  costs  for  KEDO,  there  will  have  to  be  some 
waivers  to  the  various  statutory  restrictions  against  providing  assistance  to  North 
Korea.  The  President's  use  of  his  authority  under  section  614  of  the  Foreign  Assist- 
ance Act  is  one  means  for  waiving  such  prohibitions.  Before  exercising  section  614 
authority,  however,  the  President  would  consult  with,  and  provide  a  written  policy 
justification  to,  the  House  and  Senate  Appropriations  Committees,  the  House  For- 
eign Affairs  Committee,  and  the  Senate  Foreign  Relations  Committee.  The  Presi- 
dent could  then  determine,  and  notify  in  writing  the  Speaker  and  the  Chairman  of 
the  Senate  Foreign  Relations  Committee,  that  the  furnishing  of  such  assistance 
under  this  authority  "is  important  to  the  security  interests  of  the  United  States." 

Integrated  Security  Assistance  Strategy 

Question.  Last  year,  the  Clinton  Administration  sent  Congress  its  legislative  blue- 
print for  a  new  foreign  assistance  program:  the  Peace,  Prosperity  and  Democracy 
Act  of  1994.  Most  people  in  the  Congress  believed  the  President's  proposal  lacked 
a  clear  sense  of  purpose  and  convincing  new  principles  and  priorities.  Have  you  re- 
fined this  proposal  since  last  year?  What  are  the  over-arching  objectives  of  U.S.  se- 
curity assistance:  How  do  each  of  the  program  elements  support  these  objectives? 
Is  there  a  system  in  place  that  examines  each  component  of  planned  U.S.  security 
aid  to  a  particular  country — components  that  may  include  weapons  transfers  and 
military  training,  economic  support,  counter-narcotics,  crame  and  terrorism,  and 
non-proliferation  activities — in  order  to  construct  a  well-integrated  and  mutually  re- 
inforcing package? 

Answer.  While  the  Administration  chose  not  to  resubmit  the  PPDA  for  consider- 
ation by  the  104th  Congress,  the  six  major  objectives  contained  therein  continue  to 
serve  as  the  framework  for  all  U.S.  assistance,  including  security  aid.  Our  internal 
budget  process  continues  to  be  organized  around  these  objectives,  which  are  a  clear 
expression  of  the  Administration's  top  foreign  policy  priorities.  They  consist  of:  Pro- 
moting U.S.  prosperity;  building  democracy;  promoting  sustainable  development; 
promoting  peace;  providing  humanitarian  assistance;  and,  advancing  diplomacy. 

Security  assistance  resources  support  two  of  these  broad  objectives:  Promoting 
Peace  and  Building  Democracy.  Military  assistance  (FMF  and  IMET)  strengthens 
key  allies  and  friends,  thereby  deterring  aggression,  while  making  the  use  of  U.S. 
forces  less  likely,  should  conflict  occur.  IMET,  in  particular,  encourages  military  pro- 
fessionalism, respect  for  civilian  authority,  human  rights  and  democratic  institu- 
tions. Peacekeeping  funding  (PKO)  helps  to  contain  conflict  through  multilateral  op- 
erations which  leverage  U.S.  resources  and  minimizes  U.S.  direct  involvement.  Non- 
proliferation  funding  (NDF)  enhances  U.S.  security  by  financing  projects  designed 
to  stop  the  spread  of  weapons  of  mass  destruction  and  their  delivery  systems.  Eco- 
nomic support  funds  (ESF)  provide  critical  assistance  to  countries  of  particular  stra- 
tegic importance  to  the  United  States.  ESF  also  helps  countries  in  transition  to  de- 
mocracy to  strengthen  and  consolidate  democratic  processes  and  institutions. 
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State's  Bureau  of  Political-Military  Affairs  closely  coordinates  the  budget  submis- 
sion in  support  of  Promoting  Peace  and  Building  Democracy  with  appropriate  re- 
gional and  functional  bureaus,  and  with  separate  agencies  such  as  DoD  and  USAID. 
This  ensures  well  integrated  and  mutually  reinforcing  programs  of  security  aid  for 
each  country  and  region.  The  Office  of  Resources,  Plans  and  Policy  (S/RPP>,  which 
reports  directly  to  the  Secretary,  prepares  in  turn  the  final  request  for  the  entire 
International  Affairs  account.  This  request  is  coordinated  with  the  Under  Secretar- 
ies and  incorporates  all  foreign  assistance,  including  the  Peace  and  Democracy  pro- 
grams. It  is  submitted  to  Congress  with  the  Secretary's  approval,  as  part  of  the 
President's  Budget. 

In  sum,  security  assistance  resources  are  fully  integrated  with  all  other  aid  com- 
ponents to  further  the  Administration's  foreign  policy  objectives  worldwide. 

Liberia  Peacekeeping 

Question.  The  Administration  is  proposing  a  reprogramming  that  includes  a  trans- 
fer of  $3  million  from  the  Economic  Support  Fund  to  the  Peacekeeping  Operations 
account  for  peacekeeping  operations  in  Liberia.  My  understanding  is  that  this  trans- 
fer, along  with  another  $5.5  million  in  existing  1995  peacekeeping  funds  and  $6  mil- 
lion in  1994  funds  would  provide  a  total  of  $14.5  million  for  the  U.S.  contribution 
to  the  Economic  Community  of  West  African  States  Cease  Fire  Monitoring  Group 
in  Liberia. 

Is  this  the  final  U.S.  contribution  for  this  activity? 

Answer.  The  transfer  of  $3  million  from  Economic  Support  Funds  (ESF)  to  the 
Peacekeeping  Operations  (PKO)  account  will  enable  the  United  States  to  meet  its 
commitment  to  African  nations  involved  in  peacekeeping  operations  and  humani- 
tarian protection  in  Liberia.  The  U.S.  previously  provided  $6.69  million  in  FY  1994 
PKO  funds,  and  will  shortly  provide  an  additional  $2.7  million  in  FY  1995  PKO 
funds  in  support  of  peacekeeping  and  conflict  resolution  in  Liberia.  This  brings  the 
total  U.S.  FY  1994-1995  peacekeeping  contribution  to  $12.39  million.  At  this  time 
we  do  not  envision  any  additional  U.S.  contribution  for  this  activity.  However, 
should  circumstances  change  in  ways  that  give  hope  for  a  resolution  of  the  conflict, 
we  would  consider  ways  in  which  the  U.S.  could  assist. 

Question.  What  is  the  intended  use  of  the  $18  million  requested  in  1996  for  Afri- 
can regional  peacekeeping?  (NOTE:  This  is  an  increase  of  $13  million  from  the  1995 
enacted  level.) 

Answer.  A  significant  number  of  African  militaries  have  contributed  military  per- 
sonnel and  units  for  duty  in  international  peacekeeping  operations  often  in  support 
of  U.S.  policies  around  the  world.  The  proposed  $18  million  in  Africa  Regional 
Peacekeeping  funds  would  facilitate  the  deployment  of  these  countries  to  regional 
and  international  peacekeeping  operations  when  the  lack  of  money  would  otherwise 
prevent  them  from  participating.  Funds  would  be  used  to  provide  transportation, 
training  and  material  to  facilitate  the  participation  of  selected  countries  in  inter- 
national and  regional  peacekeeping  operations.  The  increase  in  peacekeeping  fund- 
ing is  required  to  meet  the  needs  of  the  growing  number  of  African  nations  that  are 
actively  engaged  in  these  important  operations. 

Question.  What  is  the  source  within  the  Economic  Support  Fund  for  the  $3  million 
to  be  transferred  to  peacekeeping  operations? 

Answer.  The  $3  million  in  ESF  funds  was  drawn  from  the  Africa  Regional  Democ- 
racy Fund,  which  promotes  the  consolidation  of  democratic  and  accountable  govern- 
ance in  Africa  through  regional  programs  administered  by  African  and  U.S.  non- 
governmental organizations. 


Questions  for  the  Record  Submitted  by  Congressman  Porter 

SUBMITTED  TO  DEPARTMENT  OF  DEFENSE 

NATO  Coordination 

Question.  My  understanding  of  the  NATO  partnership  is  that  member  states 
make  an  effort  to  coordinate  their  policies  on  security  issues  of  concern  to  the  group. 
Our  NATO  allies  have  made  it  clear  that  they  oppose  the  invasion  of  northern  Iraq. 
The  U.S.  has  sided  with  a  non-NATO  nation,  Russia,  in  supporting  the  invasion. 
How  does  this  snubbing  of  our  NATO  allies  support  our  overall  security  strategy? 

Answer.  The  U.S.  recognizes  the  serious  threat  terrorism  poses  to  Turkey  and  the 
Turkish  people.  While  we  share  many  of  the  same  concerns  of  our  European  allies, 
we  believe  that  it  is  essential  that  we  support  all  legitimate  Turkish  efforts  to 
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counter  the  threat  posed  to  Turkey  by  PKK  terrorism.  While  the  European  reaction 
to  the  Turkish  incursion  may  be  more  critical  than  our  own,  the  divergence  in  views 
is  narrower  than  press  coverage  suggests.  European  Foreign  Ministers  have  pressed 
the  Turks  to  complete  this  operation  and  withdraw  as  soon  as  possible,  as  have  we. 
European  capitals  have  also  followed  similar  approaches  to  ours  in  exhorting  An- 
kara to  protect  innocent  civilians.  The  Turkish  incursion  has  not  affected  NATO's 
security  strategy. 

U.S.  Equipment 

Question.  Most  of  the  equipment  being  used  by  the  Turkish  army  to  slaughter  the 
Kurds  is  U.S.  made  and/or  U.S.  supplied.  I  am  unclear  on  how  much  U.S.  excess 
military  equipment  has  been  delivered  to  the  Turkish  military  in  the  last  decade, 
both  excess  U.S.  equipment  and  that  purchased  by  the  Turkish  government  from 
U.S.  firms.  Please  provide  a  complete  listing  of  this  equipment.  Also,  please  list,  to 
the  best  of  your  ability,  the  types  of  U.S.  equipment  the  Turkish  military  is  using 
in  Iraq. 

If  DoD  does  not  monitor  U.S.  provided  weapons  well  enough  to  know  if  they  are 
being  used  in  northern  Iraq,  please  explain  to  me  how  we  can  be  sure  that  no  U.S. 
weapons  are  in  the  north  of  Cyprus  in  violation  of  U.S.  law. 

Answer.  DoD  has  not  personnel  attached  to  Turkish  forced  in  Northern  Iraq, 
hence  identifying  the  specific  equipment  used  is  not  possible.  Unlike  Northern  Iraq, 
DoD  personnel  do  have  frequent  access  to  Northern  Cyprus,  where  observation  of 
equipment  is  possible. 

(Requested  listings  of  equipment  have  been  provided  separately  to  the  Commit- 
tee.) 

Cluster  Bombs 

Question.  What  strategic  military  justification  has  Turkey  given  for  its  attempt 
to  purchase  anti-personnel  cluster  bombs  from  the  United  States  last  year? 

Answer.  The  Turks  have  withdrawn  their  request  for  CBU-87  cluster  munitions. 
There  is  no  sales  request  pending  with  the  U.S.  Government.  The  CBU-87  contains 
anti-armor  sub-munitions,  and  considering  the  hostile  nations  which  border  Turkey 
(Syria,  Iraq  and  Iran),  each  of  which  has  a  formidable  array  of  tanks  and  other  ar- 
mored vehicles,  the  Turks  have  a  legitimate  requirement  for  an  air-dropped  anti- 
armor  capability. 

Harpoon  Missiles 

Question.  The  Turks  are  in  the  process  of  purchasing  $28  million  in  Harpoon  mis- 
siles from  the  United  States.  DSAA  commonly  justifies  Turkey's  need  for  U.S.  weap- 
ons because  Turkey  is  in  a  "tough  neighborhood."  Harpoon  missiles  are  naval  weap- 
ons that  are  used  to  attack  enemy  ships.  But  the  "tough  neighbors"  don't  have  na- 
vies that  are  a  threat  to  Turkey.  What  possible  strategic  needs  does  Turkey  have 
for  additional  Harpoon  missiles? 

Answer.  Turkey  has  purchased  Harpoon  missile  systems  from  the  U.S.  on  several 
occasions  since  1985.  They  are  leasing  eight  Knox-class  frigates  from  the  U.S.  and 
are  purchasing  U.S.  weapon  systems  for  their  MEKO  frigates.  These  classes  of  frig- 
ates have  as  part  of  their  weaponry  the  Harpoon  missile  system.  The  Harpoon  is 
used  against  surface  combatants  (which  includes  surfaces  submarines)  and  the  na- 
vies of  adjoining  countries  have  numerous  well-armed  surface  combatants. 

SUBMITTED  TO  STATE  DEPARTMENT 

Coordination  on  the  Kurds 

Question.  In  my  efforts  to  understand  U.S.  policy  toward  the  Kurds,  I  have  been 
very  concerned  that  there  does  not  appear  to  be  any  overarching  government  entity 
that  coordinates  U.S.  policy  for  this  important  group,  nor  does  there  appear  to  be 
a  real  means  for  coordinating  trans-national  issues  within  agencies.  How  do  the  in- 
telligence agencies,  DoD,  State  and  others  coordinate  their  efforts? 

Answer.  For  the  most  part,  in  developing  and  implementing  our  foreign  policy,  we 
deal  directly  with  governments,  rather  than  ethnic  groups.  This  Administration  has, 
however,  made  a  determined  effort  to  deal  with  trans-national  issues.  The  Depart- 
ment established  a  new  Under  Secretary  for  Global  Affairs,  and  has  given  increased 
attention  to  bureaus  dealing  with  such  issues  as  human  rights,  refugees  and 
counter-terrorism. 
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The  State  Department's  regional  bureaus  are  organized  by  country.  Within  those 
country  desk  divisions,  we  deal  with  ethnic  issues.  The  Office  of  Southern  European 
Affairs  is  responsible  for  issues  relating  to  Kurds  in  Turkey,  and  the  Office  of  North- 
ern Gulf  Affairs  manages  questions  relating  to  Kurds  in  northern  Iraq.  These  offices 
work  together  on  a  daily  basis.  Inter-agency  meetings  take  place  weekly,  and  more 
frequently  when  necessary,  to  coordinate  issues  with  other  departments. 

Operation  Provide  Comfort 

Question.  On  one  hand  the  United  States  is  committing  U.S.  personnel  and  weap- 
ons to  stop  Iraqi  aggression  in  the  zone  above  the  36th  parallel  in  northern  Iraq. 
At  the  same  time,  we  are  allowing  Turkisk  planes  to  enter  Iraqi  airspace  to  bomb 
some  of  the  very  people  we  are  supposedly  protecting  from  the  Iraqis.  Please  explain 
to  me  our  precise  mission  in  northern  Iraq  and  why  we  are  only  protecting  Kurdish 
civilians  from  some  of  the  people  who  would  kill  them.  Is  this  selective  protection 
in  line  with  all  U.N.,  Administration  or  congressional  directives  or  resolutions? 

Answer.  We  do  not  see  the  Turkish  operation  as  conflicting  with  U.S.  policy  in 
northern  Iraq.  The  mission  of  the  U.S.  in  northern  Iraq  is  to  enforce  U.N.  Security 
Council  Resolutions  against  Iraq,  most  prominently  resolution  688.  That  resolution 
demanded  that  Iraq  cease  repression  of  its  own  people  and  allow  unrestricted  access 
by  international  relief  workers  to  all  those  in  need  in  all  parts  of  Iraq.  To  that  end 
the  U.S.  participates  in  Operation  Provide  Comfort  with  coalition  partners  Turkey, 
France,  and  the  United  Kingdom. 

The  purpose  of  the  recent  Turkish  incursion  across  the  Turkish-Iraqi  border  is  to 
root  out  terrorist  guerrillas  of  the  PKK  who  have  sought  safe  haven  in  northern 
Iraq.  The  Turkish  operation  is  not  aimed  at  civilian  Kurds  in  northern  Iraq.  The 
Turkish  Government  has  assured  us  that  it  is  doing  everything  possible  to  protect 
civilians  and  to  observe  international  standards  of  human  rights. 

Ankara 

Question.  It  is  my  understanding  that  Assistant  Secretary  Holbrooke  was  in  An- 
kara on  February  24th,  and  held  a  press  conference  at  that  time.  He  was  reportedly 
asked  repeatedly  by  the  Turkish  press  what  the  U.S.  reaction  would  be  if  Turkey 
were  to  escalate  its  military  activities  in  northern  Iraq.  I  have  heard  that  he  indi- 
cated that  such  an  escalation  would  cause  no  repercussions  by  the  United  States. 
He  basically  gave  the  Turkish  military  a  green  light. 

Did  such  a  press  conference  take  place  and,  if  so,  please  explain  to  me  how  tacitly 
promoting  a  military  action  that  has  cost  thousands  of  civilians  their  lives  fits  into 
U.S.  interests  in  the  region? 

Answer.  During  Assistant  Secretary  Holbrooke's  February  21  press  conference  in 
Ankara,  there  were  no  questions  concerning  the  U.S.  reaction  to  an  escalation  of 
Turkey's  military  activities  in  northern  Iraq.  Indeed,  the  press  conference  antedated 
the  incursion  by  more  than  three  weeks.  Holbrooke  made  no  comments  on  Turkish 
military  activity  in  northern  Iraq,  which  was  minimal  at  that  time. 

Assistant  Secretary  Holbrooke's  opening  statement  at  the  press  conference 
reaffirmed  U.S.  policy  that  the  Kurdistan  Workers'  Party  (PKK)  is  a  terrorist  orga- 
nization, and  that  the  Turkish  government  has  a  legitimate  right  to  deal  with  it  as 
such.  He  also  emphasized  Washington's  strong  commitment  to  human  rights.  In  re- 
sponse to  one  question,  Holbrooke  stated  that  he  had  expressed  concern  to  Turkish 
officials  that  in  cases  where  governments  deal  with  terrorist  organizations,  there  are 
often  uses  of  force  which  cause  enormous  damage  and  destruction  to  innocent  civil- 
ians. 

According  to  available  evidence,  civilian  casualties  in  the  incursion  into  northern 
Iraq  have  been  light,  and  the  Turkish  military  appears  to  be  making  significant  ef- 
forts to  safeguard  civilians  in  the  area  of  operations  in  northern  Iraq. 

Promoting  Islamic  Extremism 

Question.  I  recently  read  an  Op-Ed  in  the  Washington  Post  by  Lucy  Komisar 
which  alleges  that  after  the  1980  military  coup  in  Turkey,  the  generals  in  power 
instituted  Sunni  religious  education  in  the  school,  which,  15  years  later,  has  re- 
sulted in  a  growing  fundamentalist  party  that  now  controls  major  cities  and  local 
governments  in  much  of  the  country.  What  role  has  the  military  had  in  promoting 
religious  extremism  and  what  justification  does  the  State  Department  have  for  call- 
ing Turkey  a  "moderate,  secular,  pro- Western  country"  given  the  political  trends  at 
the  grassroots  in  Turkey  recently? 

Answer.  The  military  considers  itself  the  guardian  of  Ataturk's  secularist  prin- 
ciples, and  emphasizes  that  it  does  not  support  or  condone  religious  extremism.  Reli- 
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gious  fundamentalism  was  a  political  force  in  Turkey  before  the  1980  military  take- 
over, and  concern  about  the  growing  strength  of  violent  religious  extremism  was  one 
reason  the  military  took  power.  Since  the  country  returned  to  democratic  govern- 
ment in  1983,  the  military  appears  to  have  accepted  growing  religious  observance 
in  Turkish  society  as  a  whole,  but  does  not  seem  to  have  encouraged  it. 

Turkey  is  a  functioning  democracy  in  the  midst  of  great  social,  political  and  eco- 
nomic change  in  a  troubled  part  of  the  world.  Many  of  the  trends  in  Turkey  point 
over  time  toward  greater  tolerance  for  diversity  and  increased  observance  of  human 
rights,  and  deserve  encouragement.  The  government's  determination,  reaffirmed  by 
Prime  Minister  Ciller  during  her  just-completed  visit,  to  pass  democratic  reforms 
and  end  restrictions  on  freedom  of  speech,  are  cases  in  point.  The  continuing  devel- 
opment of  a  market  economy,  of  privately-owned  television  and  radio  stations,  and 
increased  public  debate  on  human  rights  and  democracy  are  also  promising  trends. 


Questions  for  the  Record  Submitted  by  Congressman 

Lightfoot 

SUBMITTED  TO  STATE  DEPARTMENT 

Egypt 

Question.  You  have  outlined  for  us  the  numerous  security  benefits  of  our  aid  pack- 
age to  Egypt.  How  do  you  believe  these  benefits  weight  in  relation  to  Egypt's  signing 
(or  not  signing)  the  nonproliferation  treaty? 

Answer.  Egypt  was  a  drafter  and  one  of  the  first  signatories  of  the  NPT.  During 
his  recent  visit  to  Washington,  President  Mubarak  assured  President  Clinton  that 
Egyptian  support  for  the  NPT  remains  unwavering.  Mubarak  also  stated  publicly 
that  Egypt  has  no  intention  of  withdrawing  from  the  treaty  or  doing  anything  to 
undermine  its  moral  authority. 

Egypt  shares  many  of  our  regional  security  and  nonproliferation  goals  and  has 
been  an  active  participant  with  us  in  the  Arms  Control  and  Regional  Security 
( ACRS)  talks.  Both  of  our  governments  want  to  see  universal  adherence  to  the  NPT 
and  a  Middle  East  zone  free  of  weapons  of  mass  destruction. 

Egypt  has  expressed  concern  about  Israel  being  outside  the  NPT  regime  and  has 
pursued  a  dialogue  with  Israel  to  discuss  nonproliferation  issues.  President  Muba- 
rak assured  President  Clinton  that  his  government  will  continue  to  work  with  the 
Government  of  Israel  on  these  vital  matters,  which  affect  the  security  of  both  states. 
We  would  expect  these  discussions  to  continue  even  after  the  NPT  has  been  ex- 
tended. 

As  I  described  in  my  earlier  testimony,  the  United  States  has  been  able  to  count 
on  Egypt  as  a  vital  security  partner  for  over  fifteen  years.  Egypt's  commitment  to 
regional  security  remains  unwavering.  U.S.  aid  to  Egypt  support  Egypt's  ability  to 
continue  to  play  a  leadership  role  in  the  peace  process  and  to  continue  its  regional 
security  and  nonproliferation  efforts.  These  activities  are  very  much  in  line  with 
U.S.  interests. 

International  Science  and  Technology  Center 

Question.  You  state  in  your  testimony  that  the  International  Science  and  Tech- 
nology Center  (ISTC)  in  Moscow  has  employed  over  5000  displaced  scientists  and 
engineers.  Approximately  how  many  remain  unemployed?  How  many  have  actually 
gone  to  work  on  weapons  programs  in  Iran,  Iran  or  Libya,  for  example?  Also,  how 
successful  has  the  Science  and  Technology  Center  in  Ukraine  been  in  retaining  sci- 
entists? 

Answer.  The  ISTC  Governing  Board  met  March  30-31,  in  Moscow  and  approved 
an  additional  38  projects.  Once  the  project  agreements  for  those  are  signed,  the 
ISTC  will  be  supporting  approximately  8,200  scientists  and  engineers,  the  majority 
of  whom  were  directly  involved  in  the  design  and  development  of  weapons  of  mass 
destruction  or  missile  delivery  systems.  This  is  essentially  the  equivalent  of 
redirecting  the  manpower  equivalent  of  Los  Alamos  National  Laboratory.  We  can 
account  for  scientists  and  engineers  employed  by  the  ISTC  because  of  the  detailed 
personnel  information  required  by  the  Center's  project  development  and  approval 
procedures.  We  have  confidence  in  these  and  other  statistics  because  of  the  monitor- 
ing and  auditing  rights  contained  in  the  international  agreement  establishing  the 
ISTC,  which  are  incorporated  in  the  contracts  concluded  for  each  approved  project. 
Recently,  auditors  from  the  U.S.  Defense  Contract  Audit  Agency  reported  that  they 
had  no  problems  gaining  access  to  various  institutes  working  under  ISTC  projects 
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and  that  the  record-keeping  at  those  institutes  appears  to  provide  an  accurate  pic- 
ture of  project  activity. 

Only  the  governments  of  Russia  and  the  other  NIS  countries  involved  in  ISTC 
projects  can  state  definitively  how  many  scientists  and  engineers  were  involved  in 
the  weapons  effort.  What  we  can  say  is  that,  as  a  direct  result  of  the  establishing 
the  ISTC  and  our  targeting  of  key  weapons  institutes,  we  know  whereabouts  and 
current  activities  of  a  substantial  number  of  former  weapons  scientists.  Moreover, 
we  can  point  to  specific  ways  in  which  their  talents  are  being  redirected  towards 
civilian  pursuits  in  their  home  country. 

We  have  not  detected  a  significant  migration  of  former  Soviet  weapons  experts  to 
Iran,  Iraq,  Libya  or  other  countries  of  proliferation  concern,  but  there  have  been 
some  close  calls.  In  1992,  North  Korea  attempted  to  hire  a  group  of  missile  special- 
ists to  work  on  improving  North  Korea's  missile  capability.  The  specialists  were 
stopped  by  the  Russian  government  and  now  the  ISTC  is  funding  a  project  at  the 
institute  from  which  the  scientists  originated.  We  know  that  there  are  continuing 
contacts  and  offers  from  these  countries  of  proliferation  concern.  This  information 
is  often  shared  with  us  by  scientists  engaged  in  ISTC  projects.  Overall,  one  of  the 
best  defenses  against  a  potential  technological  "brain  drain"  from  Russia  and  other 
NIS  states  are  measures  that  provide  opportunities  for  these  scientists  in  their  own 
countries.  The  ISTC  program  provides  salaries  and  meaningful  civilian  work  to  Rus- 
sian scientists,  engineers  and  technicians,  as  well  as  opportunities  to  work  collabo- 
ratively with  U.S.,  European,  and  Japanese  colleagues.  This  keeps  a  significant  core 
of  the  former  Soviet  weapons  community  productively  occupied  at  home  to  help  their 
country  move  toward  a  market-based  economy  responsive  to  civilian  needs.  It  also 
reduces  the  possibility  that  these  specialists  might  accept  research  and  development 
offers  from  joint  ventures  located  in  the  NIS,  but  directed  by  potentially  proliferant 
interests. 

In  addition  to  engaging  individual  scientists  through  ISTC  projects,  the  Center  is 
also  developing  important  broad  relationships  with  key  institutions  in  Russia  and 
elsewhere  in  the  former  Soviet  Union.  Obviously,  we  cannot  employ  every  scientist. 
However,  we  can  let  the  right  scientific  organizations  know  that  we  are  there  to 
help  and  that  we  have  a  program  in  place  to  do  so.  It  is  particularly  important  for 
the  ISTC  to  develop  and  maintain  this  type  of  profile  at  Russian  scientific  institu- 
tions in  this  period  of  continued  economic  instability  when  countries  of  proliferation 
concern  may  be  shopping  around  for  expertise  in  the  former  Soviet  weapons  commu- 
nity. 

The  Science  and  Technology  Center  in  Ukraine  (STCU)  will  operate  in  a  similar 
manner  as  the  ISTC,  and  we  expect  it  to  have  an  equivalent  impact  on  the  Ukrain- 
ian scientific  community,  primarily  in  the  missile  technology  areas.  The  STCU  be- 
gins operations  in  May  by  accepting  the  first  project  proposals  for  scientific  review, 
with  a  view  to  awarding  the  first  grants  later  this  year. 

Partnership  for  Peace 

Question.  When  I  look  at  the  PFP  program  and  the  Central  Europe  Defense  Co- 
operation (CEDC)  program  as  outlined  in  your  testimony,  I  see  two  very  similar — 
possibly  duplicative — initiatives.  Besides  the  fact  that  PFP  is  a  multilateral  project, 
please  outline  for  me  more  completely  the  distinguishing  differences  and  benefits 
that  necessitate  our  pursuing  nearly  the  same  ends  on  two  levels. 

Answer.  WI  and  CEDC  are  two  clearly  distinct  programs.  While  they  support  the 
same  broad  ends — enhanced  stability,  strengthened  cooperation  with  new  demo- 
cratic partners,  improved  compatibility  with  NATO — they  focus  on  different  aspects 
of  these  goals. 

The  Warsaw  Initiative  is  focused  on  implementing  the  Partnership  for  Peace  or, 
more  specifically,  enhancing  our  CE  and  NIS  Partners'  ability  to  participate  in  PFP 
activities  and  programs.  WI  will  provide  equipment  and  training  designed  to  help 
Partners  establish  a  meaningful  level  of  participation  in  PFP.  For  example,  equip- 
ping a  specialized  CE  unit  likely  to  participate  in  PFP  exercises  with  NATO-compat- 
ible radios,  or  providing  training  in  English  to  that  unit,  would  meet  the  goals  of 
this  program.  Unlike  CEDC,  it  includes  both  CE  and  NIS  PFP  states  and  contains 
a  training  component  (distinct  from  IMET).  There  is  no  component  specifically  tai- 
lored to  equipping  dedicated  peacekeeping  units.  The  FMF  portion  of  this  program 
is  also  designed  to  complement  DoD's  requested  assistance  of  $40  million  under  the 
WI,  which  will  be  largely  devoted  to  supporting  partner  participation  in  PFP  exer- 
cises. 

Programmatically,  CEDC  is  quite  different.  Unlike  the  WI,  its  prime  focus  is  not 
to  directly  enable  partners  to  participate  more  effectively  in  PFP  activities.  Rather, 
it  is  designed  to  help  the  CE  states  to  reorient  their  Warsaw  Pack-style  militaries 
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and  to  overcome  deeper  military  infrastructural  and  NATO  compatibility  problems. 
These  kinds  of  equipment  transfers  (e.g.,  radars,  IFF  systems,  defensive  weaponry, 
certain  EDA  transfers)  will  have  little  or  no  immediate  impact  on  a  recipient's  abil- 
ity to  take  part  in  PFP  activities,  but  will  enhance  general  compatibility  with 
NATO.  Unlike  WI,  only  seven  CE  states  (no  NIS)  will  participate,  and  there  is  no 
training  component.  CEDC  will  also  be  used  to  support  transfers  of  NATO-compat- 
ible equipment  to  the  standing  peacekeeping  units  each  of  these  countries  is  forming 
(along  the  lines  of  our  assistance  to  the  Baltic  Peacekeeping  Battalion).  These  peace- 
keeping units  are  unlikely  to  participate  in  PFP  activities  because  they  will  usually 
be  deployed  abroad. 

Question.  By  proceeding  with  PFP,  we  are  placing  several  former  communist 
states  squarely  on  the  path  toward  full  NATO  membership,  a  potentially  expensive 
and  perhaps  dubious  goal.  If  we  continue  to  fund  this  process,  is  this  Administration 
fully  prepared  to  provide  all  of  the  guarantees  this  membership  entails?  How  much 
will  this  cost  the  United  States?  Specifically  which  countries  would  the  Administra- 
tion admit  to  NATO?  Will  NATO  provide  a  serious  deterrent  to  aggression  against 
these  states,  or  will  we  be  funding  a  "watering  down"  of  NATO  by  spreading  our 
defensive  umbrella  beyond  what  is  credible? 

Answer.  The  United  States  must  be  prepared  to  undertake  the  most  solemn  of 
commitments  when  NATO  enlarges  by  extending  the  U.S.  security  umbrella  to  a 
new  nation.  This  of  course  will  require  ratification  by  two-thirds  of  the  U.S.  Senate. 

The  Alliance  is  actively  working  on  an  enlargement  study  focusing  on  the  "how" 
and  "why"  of  enlargement.  The  questions  of  "who"  and  "when"  will  come  later.  At 
this  point,  issues  of  the  cost  and  military  implications  of  enlargement  will  depend 
critically  on  the  "who" — a  question  NATO  cannot  and  will  not  answer  in  1995.  En- 
largement will  in  any  case  be  a  gradual,  deliberate  process,  and  we  will  consult 
closely  with  Congress  as  this  process  and  the  study  evolve. 

We  expect  soon  the  reach  intra-Alliance  agreement  on  the  broad  character  of  the 
enlargement  process  and  then,  during  the  latter  part  of  1995,  present  Alliance 
thinking  to  all  interested  countries.  In  the  meantime,  we  will  not  seek  to  list  favored 
candidates  for  NATO  membership,  nor  seek  to  exclude  any  countries  a  priori. 

The  Alliance  will  not  permit  any  "watering  down"  of  its  security  guarantees  when 
enlargement  occurs.  New  members  must  be  in  a  position  to  contribute  to  the  secu- 
rity of  the  Alliance.  By  the  same  token,  the  United  States  and  its  partners  must 
maintain  both  their  financial  and  military  commitments  so  that  NATO  remains  the 
linchpin  of  transatlantic  security  arrangements. 

Question.  The  United  States  is  in  the  process  of  negotiating  a  follow-on  technology 
transfer  regime  to  replace  COCOM.  How  successful  has  the  U.S.  been  in  these  nego- 
tiations, specifically  in  achieving  the  inclusion  of  arms  exporters  of  concern,  such  as 
Russia  and  China? 

Answer.  We  have  made  significant  strides  in  our  attempt  to  establish  a  regime 
to  control  conventional  arms  and  sensitive  dual-use  goods. 

We  have  won  support  for  the  political  principles  that  underlie  it — transparency, 
restraint  in  regard  to  states  of  concern,  adherence  to  non-proliferation  norms  and 
effective  export  controls. 

Many  nations — Russia,  South  Korea,  Argentina,  Hungary,  the  Czech  Republic, 
and  others — are  eager  to  participate,  and  we  have  made  progress  in  using  the  new 
regime  negotiations  to  advance  cooperation  on  security  and  stability. 

Potential  members  are  moving  to  bring  national  policies  in  line  with  international 
non-proliferation  norms.  During  the  September  1994  Summit,  Yeltsin  made  a  com- 
mitment on  no  new  arms  sales  to  Iran.  China  made  commitments  on  missile  non- 
proliferation. 

Remotk  Sensing  Policy 

Question.  How  concerned  is  the  Administration  over  the  potential  proliferation  of 
high  resolution,  remote  sensing,  commercial  satellites?  Are  there  concerns  that  such 
ne ver-before  available  intelligence  data  could  easily  be  transferred  to  states  which 
support  international  terrorism? 

Answer.  This  Administration  has  devoted  significant  attention  to  the  issue  of  com- 
mercial high-resolution  satellite  remote  sensing.  Following  a  careful  and  thorough 
interagency  review  process,  the  White  House  announced  a  new  remote  sensing  pol- 
icy in  March  of  1994.  This  policy  supports  the  commercia'ization  of  imaging  sat- 
ellites and  allows  the  U.S.  aerospace  industry  to  compete  in  the  emerging  inter- 
national market.  At  the  same  time,  however,  it  also  maintains  a  strong  national  se- 
curity and  foreign  policy  foundation,  resulting  from  the  understanding  that  high-res- 
olution satellites  have  inherent  military  and  intelligence  applications.  Key  among 
our  control  mechanisms  is  a  provision  which  allows  the  U.S.  Government  to  limit 
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data  collection  and/or  distribution  by  U.S.  commercial  satellites  during  periods  when 
national  security  or  foreign  policies  may  be  compromised.  We  believe  that  this  and 
other  safeguards  designed  into  the  policy  prevent  the  uncontrolled  proliferation  of 
remote  sensing  space  capabilities. 

We  are  reaching  a  critical  juncture  in  the  remote  sensing  field,  in  which  more  ad- 
vanced systems  will  be  available  on  the  commercial  market  from  U.S.  and  foreign 
suppliers.  As  with  current  systems  such  as  Landsat  and  SPOT,  imagery  derived 
from  new  commercial  systems  will  be  available  on  the  world  market.  Even  in  this 
emerging  world  of  "open  skies,"  the  U.S.  Government  will  responsibly  review  any 
significant  or  substantial  agreement  between  U.S.  firms  and  foreign  entities  and,  as 
indicated,  will  retain  the  ultimate  ability  to  limit  data  collection  and'or  distribution 
by  systems. 


Questions  for  the  Record  Submitted  by  Congresswoman 

Pelosi 

SUBMITTED  TO  STATE  DEPARTMENT 

Pakistan 

Question.  When  Secretary  Perry  visited  Pakistan  in  January  1995,  what  message 
did  he  deliver  about  human  rights? 

Answer.  Secretary  Perry's  January  1995  visit  to  Pakistan  focussed  on  expanded 
military-to-military  cooperation  in  the  areas  of  peacekeeping,  joint  exercises,  profes- 
sional military  education  and  defense  supplies.  Human  rights  was  not  a  primary 
topic  of  discussion  in  this  context,  but  was  discussed  by  members  of  his  team  with 
various  GOP  officials. 

Question.  Will  the  Administration  recommend  maintaining  the  ban  on  military  as- 
sistance to  Pakistan  until  there  is  tangible  evidence  that  Pakistani  support  for 
Kashmiri  militants  has  ended,  and  that  the  Pakistani  military  has  taken  steps  to 
hold  its  forces  accountable  for  buman  rights  abuses  committed  in  Pakistan? 

Answer.  The  current  ban  on  military  assistance  to  Pakistan  is  the  result  of  the 
Pressler  Amendment,  which  prohibits  most  assistance  and  the  transfer  of  defense 
equipment  or  technology  unless  the  President  is  able  to  certify  that  Pakistan  does 
not  possess  a  nuclear  explosive  device.  President  Bush  was  unable  to  make  such  a 
certification  in  October  1990. 

In  the  interest  of  facilitating  a  settlement  to  the  Kashmir  dispute,  we  have  strong- 
ly urged  the  Bhutto  Government  to  ensure  that  all  assistance,  both  official  and  un- 
official, flowing  from  Pakistan  to  Kashmiri  militants  is  ended.  We  also  regularly 
urge  Pakistan  to  improve  its  human  rights  practices. 

Nevertheless,  we  have  not  conditioned  the  provision  of  military  or  economic  assist- 
ance on  an  end  to  Pakistani  support  for  the  Kashmiri  militancy  or  on  specific 
human  rights  improvements. 

Cambodia 

Question.  The  State  Department  and  human  rights  groups  have  documented  a 
pattern  of  gross  abuses  of  human  rights  committed  by  the  Cambodian  military 
against  the  civilian  population.  Does  the  Administration  favor  giving  military  arms, 
equipment,  or  training  to  the  Cambodian  government  at  this  time?  If  so,  how  will 
this  promote  reform  of  the  corrupt  Royal  Cambodian  Armed  Forces?  Respect  for 
human  rights? 

Answer.  The  State  Department  believes  there  were  credible  reports  in  1994  that 
individual  members  of  the  Royal  Cambodian  Armed  Forces  (RCAF)  committed  seri- 
ous human  rights  abuses,  including  extrajudicial  killings.  It  is  not  the  view  of  the 
State  Department,  however,  that  there  is  a  pattern  of  gross  abuses  of  human  rights 
committed  by  the  Cambodian  military  against  the  civilian  population. 

The  Royal  Cambodian  Government  (RCG)  recognizes  the  need  to  carry  out  re- 
forms to  strengthen  the  capacity  of  the  RCAF  to  address,  in  a  manner  that  respects 
civilian  authority  and  the  human  rights  of  the  Cambodian  people,  the  pressing  hu- 
manitarian and  security  problems  Cambodia  faces.  We  are  seeking  to  do  our  part 
to  promote  RCAF  reform  and  respect  for  human  rights  by  having  U.S.  military  per- 
sonnel visit  Cambodia  periodically  to  provide  instruction  in  military  justice  and 
civil-military  relations,  as  well  as  in  the  study  of  the  English  language.  We  are  sup- 
plying roadbuilding  and  demining  training  and  materials,  and  providing  food  and 
medical  supplies  to  help  address  compelling  humanitarian  needs,  including 
reintegrating  defectors  from  the  Khmer  Rouge  into  Cambodian  society. 
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Security  trends  in  Cambodia  are  positive,  with  thousands  of  Khmer  Rouge  having 
defected  to  the  government  side  and  with  the  area  controlled  by  the  Khmer  Rouge 
shrinking.  The  RCG  has  been  able  thus  far  to  procure  the  arms  and  ammunition 
it  needs  on  the  international  market.  There  are  no  guarantees,  however,  that  favor- 
able security  trends  will  continue  indefinitely.  For  this  reason,  while  we  are  not  giv- 
ing arms  or  ammunition  to  the  RCAF  at  this  time,  we  do  not  wish  to  exclude  this 
option  for  the  future,  contingent  on  RCAF  reform. 

Thailand 

Question.  Is  the  U.S.  pressing  Thailand  to  allow  unrestricted  access  to  the  Thai- 
Cambodian  border  for  international  monitors  to  ensure  the  effectiveness  of  measures 
to  cut  off  support  for  and  trade  with  the  Khmer  Rouge? 

Answer.  We  believe  the  official  Thai  policy  of  no  support  to  the  Khmer  Rouge  is 
on  track.  That  policy  explicitly  prohibits  furnishing  arms  and  military  material  to 
the  Khmer  Rouge,  and  we  have  seen  no  evidence  since  the  arms  cache  incident  of 
December  1993  that  the  Royal  Thai  Army  is  supplying  weapons  or  ammunition  to 
KR  forces. 

Occasional  commercial  shipments  of  rice,  fuel,  medicine,  and  consumer  goods  are 
probably  still  reaching  the  KR  from  across  the  Thai  border  along  traditional  trading 
paths. 

We  see  genuine  progress  in  Thailand,  however,  in  implementing  effectively  its  pol- 
icy of  no  support  for  the  Khmer  Rouge  insurgency. 

We  also  welcome  improved  coordination  between  Cambodia  and  Thailand  on  bor- 
der issues.  This  trend,  too,  will  undercut  Khmer  Rouge  capabilities. 

If  Thailand  and  Cambodia  requested  international  monitors  along  their  border, 
we  would  examine  the  proposal  in  the  light  of  available  resources  and  priorities. 
Such  monitors  could  not  be  effective  without  their  full  cooperation.  However,  the 
Thai  and  Cambodian  governments  appear  committed  to  working  together  to  ensure 
that  the  Khmer  Rouge  are  unable  to  draw  support  or  resources  from  Thailand.  Con- 
sequently, we  believe  our  best  interests  are  served  by  working  directly  with  both 
governments  to  ensure  that  the  Thai  policy  of  no  support  for  the  Khmer  Rouge  is 
maintained  and  enforced. 

We  will  continue  to  monitor  closely  Thailand's  implementation  of  its  no  support 
policy  and  encourage  its  rigorous  enforcement. 

Rwanda 

Question.  It  is  my  understanding  that  the  administration  is  considering  lifting  the 
embargo  against  arms  sales  to  the  Government  of  Rwanda.  Is  that  correct,  and  if 
so,  what  is  the  justification? 

Answer.  The  Rwandan  Government  has  asked  the  international  community  to  lift 
the  U.N.  Security  Council  arms  embargo.  The  United  States  is  exploring  with  other 
members  of  the  Security  Council  the  possibility  of  partially  lifting  the  embargo  to 
allow  for  the  importation  of  non-lethal  items  on  a  case  by  case  basis.  The  United 
States  does  not  support  a  complete  lifting  of  the  embargo. 
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